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PREFACE 


Re bookis intended to form an introduction to the study of 
Commerce. It isnot an encyclopedia of business organization 
and methods, nor is it ‘still another book’ on economic theory; 
but it is an attempt to describe in simple language the business 
world from the standpoint of an observer rather than that of a 
participator in any particular type of business. The writer has 
therefore concentrated his attention on those aspects of Com- 
merce which are common to all forms of business activity, and 
the significance of which all students, whatever may be their own 
special occupation, should be able to appreciate. 

It has in recent years become increasingly clear that Commerce 
(Business Principles, Business Science, or Business Economics, as 
the subject is also sometimes called) should be the central sub- 
ject in what is known as the normal Senior Commercial Course for 
Part-time Students in Commercial Schools. The main object of 
such a course of study is to help students to ‘ink intelligently 
about Commerce as a whole and to amplify and correct the neces- 
sarily partial and lop-sided knowledge which is all that they can 
usually obtain from their own very limited experience. This 
object can be attained only if the minds of students are actively 
engaged; they should, therefore, be encouraged, and indeed expected, 
to seek much of their information from original sources and to 
learn, with some necessary guidance, to interpret for themselves 
the significance of the facts they so obtain or observe. Accordingly 
this book deals broadly with the organization and methods of 
wholesale and retail trade and with those branches of industrial 
and commercial activity on which all trade ultimately depends, 
and it invites the co-operation of students in solving the problems 


presented. 
It appears that such a general course may cover a considera- 


tion of 
(i) The relationship of Commerce to Production generally so 
that the place of the former in the economic system may 


be understood. 
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(ii) The trading or business unit, because all businesses, what- 
ever their nature, must be organized and financed and 
capable of sustaining legal relationships. 

(ili) Retail and (to some extent) Wholesale Trade but not Im- 
port and Export Trade im detail, because the latter is 
essentially a subject for specialized study. 

(iv) Finance: the Currency, Banking, Share dealing and Insur- 
ance, because these concern nearly all forms of business. 

(v) Transport, because without some form of transport, trade 
cannot be carried on. 

Briefly then the writer is here concerned with those aspects of 
Commerce—and only those—which are of general interest and 
which must of necessity come within the experience, or at least 
the range of imagination, of the students for whom mainly the 
book is written, believing that special branches of Commerce 
should be treated as separate studies, following this general survey. 

Even if students proceed no further in the formal sense with 
the study of the subject, they will at least have gained some useful 
general notions concerning the world of commerce in which they 
live; and if they do continue their studies, they will have some 
foundation on which to build. 

The writer has to thank many business and professional friends 
for the help they have so readily given him : the proprietors of the 
Economist, The Commercial, and of other publications, for per- 
mission to use matter from their periodicals; the Royal Society 
of Arts, the Union of Lancashire and Cheshire Institutes, and 
the West Riding County Council for allowing him to reprint 
questions from past examination papers. 

He hopes he may be pardoned if he has omitted to make 
acknowledgment of help where such acknowledgment is due; 
but he has received valuable assistance from so many sources that 
it is difficult to recall them ail. 
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CHAPTER ii 


PRODUCTION—SOME GENERAL NOTIONS 


The Meaning of Production. Production is a convenient term to 
denote the process of making things useful, or of doing useful per- 
sonal service. We do not, because we cannot, produce or destroy 
matter, but we do attempt, and with success, to make the materials 
with which Nature provides us available for our use by moving 
them about, regrouping them, altering their shape, and exchang- 
ing them, e.g. coal which has been extracted from the earth is 
more useful (i.e. more nearly available for service to man) than 
it was before the miner disturbed it, that usefulness is increased 
when the coal is sold and transported from the pit-head to the 
gas-works, increased again when it is converted into gas, coke and 
other by-products, and still further increased when these are sold 
and conveyed to the consumer. At each stage in the progress of 
the coal from its original bed to its ultimate destination and uses, 
an additional usefulness (or utility as economists call it) is im- 
parted to it. All these processes—mining, exchanging, transport- 
ing, manufacturing, exchanging and transporting again—are forms 
of production. 

Relationship of Production to Value. Now useful things, other 
than those which are provided freely and without limit by Nature, 
such as the air and the open sea, are normally valuable, i.e. they 
possess what is known as a value in exchange, by which is meant 
the ratio in which one thing will exchange for another. To return 
to our coal illustration: if one ton of coal could be exchanged for 
four sacks of wheat, then one ton of coal is worth, or has the value 
of, four sacks of wheat, and, conversely, four sacks of wheat have 
the value of one ton of coal. In other words, the ratio of the value 
of tons of coal to sacks of wheat is as one to four. 

Marshall puts it in this way: ‘. . . the exchange value of one 
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thing in terms of another at any place and time is the amount of 
that second thing which can be got there and then in exchange for 
the first. Thus the term value is relative, and expresses the rela- 
tion between two things at a particular place and time.’ ! 

It would, however, be extremely inconvenient in the complex 
business world of to-day, as it would have been even in the much 
simpler world of our forefathers, to have to measure values in 
terms of any chance commodity, and accordingly from compara- 
tively early times a common measure of value has been used in 
terms of which the values of other things are expressed and com- 
pared. That measure of value we know as money, and value in 
money we call price. 

Now Production by making things more useful, desirable, or 
desired, also makes them more valuable, i.e. gives to them a new 
or additional value in exchange, or as we say, increases their 
price. It is true that the price of a commodity is not a fixed and 
unalterable thing, a pound of butter may cost Is. gd. to-day and 
Is. 10d. to-morrow, but such a variation in price is due to causes 
into which we cannot enter here; we must content ourselves with 
saying that wormaily if a commodity by undergoing some process 
of production is made more useful its value in exchange is in- 
creased. 

We will return again to our example: at the pit bottom coal 
is worth comparatively little, at the pit-head it is worth more, 
delivered at a dealer’s coal wharf it is worth still more, delivered 
at the house of the ultimate consumer, it is again worth more. 
And so Production may be truly said to result in the creation not 
only of usefulnesses (or utilities) but also of values.? 

This point of view has been clearly put in the following words: 

“The term, production of wealth, embraces all those acts and courses 


by which it comes about (1) that an article which before had no value 
acquires value, or (2) that an article which before had a certain value 


t Marshall, Economics of Industry, p. 39. 

2 The reader must not regard this as a full statement of the cause of 
value; it is not. For a fuller explanation any good text-book on Economic 
Theory may be consulted. 
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now bears a higher value. The production of wealth is not the crea- 
tion of matter, but the creation of value.’ 1 


All producers then are engaged in creating utilities having 
values, for however much occupations differ in character the end 
in view is the same—to produce something that the individual or 
the community needs, for obviously it would be a foolish waste 
of time and energy to produce things which nobody wanted. 

The Agents of Production. In order that production may take 
place, two primary or essential agents (factors or requisites) must 
co-operate. These are Nature and Labour, i.e. human energy 
applied to production. To these must usually be added a third 
agent which is known as Capfital—the term which economists 
use to denote the money, tools, machines, and commodities of all 
descriptions which assist production, but which are themselves the 
result of previous productive effort. If the reader will reflect on the 
constitution of the productive forces of any business, he will 
readily recognize the presence of the agents of production named, 
and the necessity for their close co-operation. A simple example 
may be given: in order that a traveller may make a voyage from 
Liverpool to New York, there must be (i) the sea (provided by 
Nature); (ii) the ship and all its equipment, including money, 
food, coal, and other consumable stores (capital); (11) labour to 
work the ship; (iv) organization to bring all the other factors into 
harmonious working relationship. 

How extremely important organization is the coal dispute of 
1926 showed: the coal existed in immense quantities all the time; 
the pits, machinery, stores, and money necessary to carry on the 
mines wereallavailable ; there wereamplesupplies oflabour, but the 
organization had broken down, and work in the mines had to stop. 

It will be seen then that the three agents of production named— 
Nature, Labour, and Capital—must be effectively organized and 
set to work, as none of them, except ina very limited and negligible 
degree, is independent of the others; indeed, with the growing 
complexity of the industrial and commercial world, organization 

t Walker, First Lessons in Political Economy, p. 17. 
B2 
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has come to occupy so obviously important and vital a place in 
all forms of business activity that it is generally regarded as a 
fourth agent of production. 

We may summarize this section as follows: 


The Agents (Fac- (a) Land (Nature or Natural Resources). 
tors or Requi- P (6) Labour. 
sites) of Pro- (c) Capital. 
duction (d) Organization. 


(2) The term Natural Resources denotes matter and the proper- 
ties of matter (other than Man himself) which are provided by 
Nature. 

(b) The term Labour denotes human energy and skill applied 
to production. 

(c) The term Capital denotes everything, not included under 
(a) or (0), which is the outcome of previous productive effort and 
is applied to further productive purposes. 

(d) The term Organization denotes the unifying force which 
brings the other three agents into effective relationship, sets them 
going, and gives them purpose and direction. 

The Branches of Production. Having seen what the agents of 
production are, we now go on to discuss how they are applied. 
The primary human wants are food and warmth, which may be 
taken to include clothing and shelter. These are perennial material 
needs as Plato long ago pointed out in the following passage: 


‘But the first and greatest of wants is preparation of food, in order 
to subsist and live.’ 

‘By all means.’ 

“The second is lodging, the third of clothing and such like.’ 

pitAsiso™ 


The industries concerned in supplying these needs could be 
classified in corresponding groups, as e.g. the food, clothing, and 
building industries. But such a classification would be at once 
too narrow and too wide, excluding, as it would, certain industries 
altogether, and including far too many in each group. 
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Another very different classification could be obtained by taking 
very broadly the individual occupations of the people. Such a 
principle of division, however, could take little or no account of 
industry. For instance, a carpenter may be employed in the build- 
ing industry or in the construction of wagons, or in shipbuilding. 
In census and other returns, therefore, not only is occupation 
asked for, but also the nature of the industry in which the occupa- 
tion is exercised. 

A very general but exceedingly useful classification could be 
based on the treatment which commodities receive or the stages 
through which they pass. Let us consider very briefly, as an 
example, what has happened before a loaf of bread is produced. 
The land is cultivated and the wheat sown, the crop reaped, 
carried, and threshed by the farmer. Then the grain is sold and 
sent to the mill where it is ground into flour and its many by- 
products. Finally the flour is sold and carried to the baker who 
makes it along with other ingredients into bread which he then 
distributes to the public. It must be observed that, at several 
stages in the progress of the grain from farmer to consumer, 
buying and selling and transportation may, and usually do, take 
place. 

Generalizing from our example we see that 


(a) obtained (extracted or won) from Nature; 
(0 modified in shape, disintegrated, and regrouped 
materials are (i.e. manufactured) ; 
(c) transported; 
l(a) exchanged ; 
and that production may accordingly be divided into 
(a) The extractive industries, which obtain raw materials ; 
(b) The manufacturing and constructive industries, which modify 
raw materials in various ways; 
(c) The transport industries, which convey commodities from 


place to place; and 
(d) Commerce, which is concerned with the buying and selling 
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of commodities and with the machinery of exchange inci- 
dental thereto. 


In addition there is a group of occupations which are generally 
known as the professtons, in which the service rendered is not 
connected with the handling or selling of commodities, but is of 
a direct personal character, e.g. the clerical, legal, medical, teach- 
ing, artistic, and other professions. 

The classification suggested may be conveniently arranged as 
follows: 


Branches (or Divisions) of Production 


Producing Indirect Services Producing Direct Services 
(or Utilities) (or Utilities) 
Industry Commerce The Professions, 


| Domestic Services, &c. 
Extractive Manufacturing and Transport 
Constructive 


From this grouping, it will be seen that a broad distinction 
has been drawn between the indirect services rendered to the 
community by industry and commerce—indirect because ren- 
dered through the medium of commodities—and the direct ser- 
vices of the professions; and, further, that the term industry has 
been taken to cover those productive operations which are mainly 
engaged in extracting, manufacturing, and moving commodities, 
and commerce those which are engaged in the exchange of the 
commodities produced by industry in its various forms. We may 
say in general terms, that while industry changes the form or posi- 
tion of commodities, commerce changes their ownership. 

It may be observed in passing that transport is frequently 
treated as a subdivision of commerce, but its functions are indus- 
trial rather than commercial in character, the conveyance of com- 
modities from place to place being one method of increasing their 
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usefulness by handling them, as extracting or manufacturing is 
another ; indeed, extraction or manufacture without some amount 
of transport is inconceivable. 


“The actual carrying of things over sea and land, i.e. tvansportation, 
we include under industry or the making of things. So to include them 
will not seem inappropriate, since production even in a factory con- 
sists to an appreciable extent in the transporting of things.’ ! 


A great deal of ink has been spilt by writers in attempting to 
distinguish between productive and non-productive occupations. 
Both commercial and professional occupations have in the past 
been regarded as non-productive: but it is now generally agreed 
that such a contention cannot be logically sustained. No occupa- 
tion can be unproductive which produces something whatever 
may be the form, material or immaterial, of the utility created. 

That those engaged in commerce are producers has been well 
argued by an American writer in the following passage: 


“The largest part of the time and energy of the ordinary man is 
consumed in getting the material things which furnish him with the 
means of subsistence and culture. We are accustomed to think of the 
farmer and the manufacturer as charged especially with supplying 
our material wants, but a little reflection will show that the work of 
these classes, without the aid of another class, would be of little use 
to us. The food and clothing and tools and other desirable articles 
which they produce are valuable only when they are put into the 
hands of a man who wants them and can use them. Articles which 
we all should pronounce desirable, the ripe fruit of the farmer and 
the finished product of the manufacturer, have still only the possi- 
bility of good in them; and this possibility is realized only when they 
are put in the place where they are wanted at the time when they 
are wanted. It is the business of the merchant to attend to the 
proper distribution of wares, in place and time. He does not change 
the form of things, like the farmer or manufacturer, but he is as 
truly a producer as they are.’ ? 


An equally good case could be made out for the professions as 
productive occupations. 


t Chapman, Outlines of Political Economy, p. 65. 
2 Clive Day, History of Commerce. 


CHAPTER II 


BRANCHES OF PRODUCTION AND THEIR 
SUBDIVISIONS 


In the last chapter we saw how the occupations of the people 
could be conveniently but very broadly divided into three great 
groups—industry, commerce, and the professions. We have now 
to consider these groups in greater detail. 


(i) THE EXTRACTIVE INDUSTRIES 


Under this heading, as we have said, are grouped industries 
which are engaged in getting or winning materials of all sorts from 
the soil, seas, or air—agriculture (in all its forms), quarrying and 
mining, hunting and fishing. These industries bring within our 
reach the crude materials necessary for production; indeed, it is 
obvious that without them, there would be no other industries. 

Organization of the Extractive Industries. There are wide dif- 
ferences in the organization of the extractive industries, due to 
their varied nature and the great differences in climatic and other 
conditions under which they are carried on. Some are normally 
organized in comparatively large units requiring a heavy ex- 
penditure of capital, e.g. coal-mining; others are apparently best 
managed in small units subject to the control of one man, e.g. 
farming and, sometimes, fishing; still others require little or no 
organization worth mentioning, e.g. many forms of hunting and 
shooting. 

Again, to take a different point of view, in some industries, e.g. 
mining, the land and minerals are often owned—although not 
always—by one man who leases them to a company in return for 
a rent or royalty, the company providing the equipment and 
working capital and taking full responsibility for the whole 
organization of the mine. 

In farming, on the other hand, the land and buildings may be 
owned by one man—the landowner—who leases them to a farmer 
who has then to stock his farm and take responsibility for its 
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organization and management; or, alternatively, the farmer may 
be his own landlord, owning land, buildings, equipment, and stock 
—in fact, the whole property. 

In the fishing industry, as in farming, the business may be 
organized—although not necessarily or always—on a small scale, 
consisting simply of a boat and its equipment owned by one man. 

Exhaustibility of Supplies. It is interesting to observe that in 
such industries as mining, quarrying, and oil-boring, the supplies 
of a locality may become completely exhausted, or so gravely 
diminished that it is uneconomical to attempt further extraction. 

’ In other industries, supplies can be exhausted, but care is exer- 
cised to prevent exhaustion from actually taking place, e.g. the 
law enforces certain regulations in regard to the capture of fish— 
prescribing close seasons, forbidding the landing of immature fish, 
and so on; in farming, care is taken to conserve supplies of seed 
for the next crop; and in forestry young trees are planted to 
replace timber cut down. (The latter precaution is not always 
taken, many large tracts of country in various parts of the world 
having been denuded of timber, sometimes with intention, but 
sometimes recklessly without regard to the future.) 

In still other industries, supplies are permanently inexhaustible, 
e.g. to use falling water or wind as a source or power either directly 
or indirectly does not impoverish Nature. 

Here then is a rough classification of the extractive industries: 


Extractive Industries 


(a) Industries in which (6) Industriesin which — (c) Industries in which 


extraction results exhaustion of sup- exhaustion of sup- 
in permanent ex- plies is possible plies is impossible 
haustion of supplies but aii 
| i 
| | | | | | | 
Quarry- Mining Oil- Lumber- Hunting Agriculture Extraction 
ing boring ingand and (in all its of Power 
Forestry Fishing branches) from wind, 
tides, fall- 


ing water 
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Products of the Extractive Industries. The great bulk of the 
products of the extractive industries constitute raw materials for 
further productive efforts; they have to undergo some process or 
processes to fit them for their ultimate use, but some of the pro- 
ducts are supplied by Nature in a form ready for human use. 
This is especially true of food: oranges, for instance, if used in 
making marmalade are raw material, but they may be eaten as 
oranges, having undergone no manufacturing process whatever. 
Compare similarly coal which is used in industry and coal which 
we burn in our houses, potatoes which are used in the distillation 
of alcohol and potatoes which form part of our daily diet. But it 
should be observed that the extractive industries are rarely alone 
concerned, since oranges and potatoes are usually bought and 
sold and sometimes conveyed for considerable distances before 
they reach the consumer. 


(u) MANUFACTURING AND CONSTRUCTIVE INDUSTRIES 


Here it is useful to classify the industries according to the 
purpose they are intended to serve. We have seen that every 
utility that is created is brought into existence in order to satisfy 
a human need, but some things are capable of yielding satisfac- 
tion directly and others are not. No one manufactures steel or 
builds an engine for the warmth or clothing or shelter directly 
obtainable from them, but because they will help indirectly to 
satisfy one or more of these primary needs; such things as 
engines and other machines are made because they help us to get 
the things which all industries ultimately exist to give us—con- 
sumable commodities and services. 

Reference is made in Chapter XIX to some salient character- 
istics of manufacturing industry, and we restrict ourselves in this 
chapter, therefore, to giving the following very general classification 
of the manufacturing and constructive industries. Each group 
includes a considerable variety of industries, some industries are 
on the border line between two or more groups, and the classifica- 
tion must be regarded as altogether tentative and suggestive. 
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Manufacturing and Constructive Industries 


Manufacturing Constructive 
Food Clothing Power, General Furniture Miscel- 
Light, Engineering andArtis- laneous 
and and tic Crafts 


Heat Chemical generally 


Building and Constructional 
Engineering of all Types 


(11) TRANSPORT 


Without the means of transport, with which we are so familiar 
that we take them as a matter of course, but which in their 
mechanical forms are quite modern, commerce, and therefore in- 
dustry on a world-wide basis would be impossible. 

Transport (with which we may include Transmission) may be 
classified broadly according to the medium employed in the 
manner shown below: 


Transport 
(Medium) 
> : ee Lou 
| bis 
Land Water Air Electricity 
| | (Telegraphy, Tele- 
| | phony, Television) 
Road Rail River Canal Sea 


The subject-matter of transport may be similarly analysed as 
follows: 


Transport 
(Subject) 


Persons Commodities Communications 
(Letters, Telegrams, &c.) 


The problems of transport are considered in greater detail in 
Chapter XVIII. 
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(iv) COMMERCE AND ITS SUBDIVISIONS 


We now go on to consider those business operations which may 
be included under the comprehensive term commerce, the subject 
with which this book is mainly concerned. And in doing so, we 
must also see whether a definite meaning can be given to the term 
trade, which is so often used with, or even instead of, commerce. 
We speak, for instance, of the trade and commerce of the United 
Kingdom, the trade of baking, the export trade, the home trade, and 
so on, with little thought as to whether or not the word is always 
being used in the same sense. As a matter of fact, it is not. 

If the term commerce may be taken to cover all forms of 
business activity incident to the buying and selling of commodi- 
ties, then trade may be very usefully given a much narrower 
meaning and used to denote the operations of buying and selling 
only. To use the term in this restricted sense is to break away 
from custom, but it is necessary to do so, if we are to give the 
word some definite and exclusive, rather than an indefinite and 
vaguely inclusive, meaning. 

Now commodities cannot be bought and sold, in other words, 
trade cannot take place, unless there are facilities for measuring, 
comparing, and exchanging values. 

The term commerce will denote, therefore, 


(i) the buying and selling of commodities, i.e. trade: 
(1) the means by which exchange of commodities and services 
is effected, i.e. very broadly, finance. 


We may observe further that most of the activities of industry 
and the professions in a complex society such as ours are depen- 
dent on commerce, because without commerce specialization as 
we know it would become impossible. This interpenetration of all 
the other forms of production by commerce is an zmmensely important 
characteristic of the modern business world. 

Let us now see what may be conveniently included under the 
great subdivisions of commerce we have named. 

(I) Trade. Trade may be subdivided politically into (a) inter- 
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nal (or home) trade, i.e. from our standpoint, trade within Great 
Britain; and (b) external trade, i.e. trade with countries outside 
Great Britain, and this may be again divided into imperial and 
foreign, Or, again, home trade may be divided, according to the 
nature of the transaction, into (a) wholesale, and (b) retail; and 
external trade, according to direction, into (a) import, (b) export, 
and (c) entrepét trade. 

Import trade denotes trade in commodities coming into the 
country; export trade denotes trade in commodities leaving the 
country; while entrepdt trade denotes trade in commodities which 
are dealt in here, but which are not retained in this country, and, 
indeed, may not be actually landed in this country at all. 

Combining these various principles of division, we are able to 
indicate the relationships to each other of the various subdivi- 
sions very concisely as follows: 


Commerce 
Trade Finance 
Trade 
| 

Internal External 
(or Home) (or Imperial 

and Foreign) 

Wholesale Retail Import Export Entrepot 


(2) Finance. The subject of finance does not lend itself. owing 
to essential overlappings, to simple and clear-cut classification. 
_ We may, however, notice the importance from the standpoint of 
commerce of the following: 


(a) The currency, especially that part of the currency for which 
the State is responsible. 

(b) Banking and the machinery of credit generally. 

(c) The buying and selling of stocks and shares. 

(d) Insurance. 
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Industrial Division or Specialization. We have seen how all 
productive operations may be conveniently divided into certain 
very large groups, and how these in their turn may be subdivided 
into distinctive and more sharply defined industries. But sub- 
division goes very much farther, for industries themselves are 
often split up into what may be termed sub-industries, each 
responsible for one or more processes of manufacture and passing 
on its product to the firm responsible for the next stage in the 
work; in the woollen industry, e.g. the processes of wool-washing, 
carding and condensing, combing, spinning, weaving, dyeing, and 
others are often in the hands of different firms. To these sub- 
divisions within an industry the term industrial specialization 
has been applied. 

Technical Division or Specialization. Again, within the individual 
businesses the various functions are separated, first, the commercial 
from the industrial, and then these are again subdivided among the 
commercial and industrial workers respectively ; this development 
is very clearly marked in factories where various processes are 
performed by different persons, each process constituting only 
one stage in the production of the finished article. Here we have 
what has been called technical division or (subdivision) of labour. 

Territorial Division or Specialization. Again, to take a wider 
view, we find that certain types of industry are often concentrated 
in particular towns, districts, or even countries. The causes for 
this concentration or localization are varied; they may be geo- 
graphical, economic, or political, possibly a combination of all 
three, although one factor may be pre-eminently important. For 
instance, coal-mining can be carried on only where there are acces- 
sible supplies of coal, but not all known coal-beds are being worked, 
since the country in which they are situated may be industrially 
and commercially backward, without capital to extract the coal or 
industries to use it, or it may lack adequate facilities for trans- 
port. The geographical (or geological) factor is decisive, but it is 
not the only one to be considered. 


t Jones, The Economics of Private Enterprise, 
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Or, to take another example, the fishing industry requires shal- 
low and comparatively warm waters, in which the food fishes 
thrive, and ports reasonably near both to the fishing-grounds and 
large centres of population. 

Again, climate is often the supreme factor in determining what 
crops can be economically grown in a given area, but soil, access 
to markets, tariffs or the absence of tariffs, and other considera- 
tions are also important. A very interesting example of the 
localization of a crop and the industries gathered around it is 
that of the currant grape: ‘the currant grape requires to be grown 
near the sea . . . and for at least two months in summer there 
must be intense heat and absence of rain. These conditions are 
well fulfilled by the Morea peninsula of Greece and its neighbour- 
» ing islands . . . the currant 1s the pivot of the industrial life in 
Greece.’ * (Our italics.) 

The Lancashire cotton industry is an example of an industry 
in which all three of the factors mentioned have played their part. 
Sir Sydney Chapman says: ‘The cotton industry settled in Lanca- 
shire for no particular reason, except perhaps that the woollen 
industry was already there, that foreigners were kindly received, 
and that Manchester was not a corporation.’ ? But far more 1m- 
portant to the progress of the industry when once it had been 
started were the other factors—the high relative humidity of the 
atmosphere, supplies of water and coal, access to raw materials 
and to markets, the growth of a highly skilled supply of labour. 
and the specialized and highly developed economic organization, 
not only of the main but also of the subsidiary industries for the 
supply of machinery and other essentials, which the gradual 
concentration made possible. 

One of the most striking instances of the growth of a town in 
recent times in England, largely owing to its geographical 
position, is afforded by Middlesbrough, concerning which Lady 
Bell says: 


t Lyde, Man in Many Lands, p. 12. 
2 Chapman, Lancashive Cotton Industry, p. 154. 
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‘The materials required . . . for the characteristic industries of 
Middlesbrough, are roughly speaking ironstone, coke, and limestone, 
which in the district in question are all found comparatively near at 
hand. The town and works. . . have the further advantage of stand- 
ing on the banks of a big and navigable river, at a few miles from the 
place where it falls into the North Sea. The iron ore and ironstone 
is brought to the works from the mines in the Cleveland Hills, the 
limestone from the quarries in the Pennine Hills, and the fuel from 
the coal mines in Durham, either in the form of coal or of coal already 
transformed into coke.’ : 


Similarly, the proximity of supplies of certain qualities of clay 
and of coal helped to establish the pottery industry in North 
Staffordshire on a firm basis, although some of its raw materials 
had to be brought from a distance, e.g. kaolin from Cornwall. 

It is interesting to see even from such a comparatively minor - 
industry as the last named—the extraction of kaolin—how great 
a part is played in the continued success of an extractive industry 
by favourable geographical conditions combined with a well- 
established organization and modern transport facilities. 

There are large tracts of undeveloped china clay in North Corn- 
wall and around Dartmoor, but, according to the China Clay 
Review,” neither of these areas can hope to compete on equal 
terms with the china clay districts around St. Austell in Corn- 
wall. This area possesses excellent railway facilities, and at Fowey 
the latest apparatus for expeditious loading is in use. Moreover, 
Cornwall has exceptional natural advantages, as the deposits of 
clay are in high ground and there is an ample supply of water. 
The works may therefore be operated by a method of gravitation, 
the clay being conveyed in liquid form from the works, whence 
it is raised by pipe-line to the drying kilns situated on railway 
sidings or alongside shipping wharves. Further, the existing works 
were established at a time when the capital outlay needed was 
very small compared with the expenditure that would be necessary 
to-day to develop a new area. 


™ Lady Bell, At the Works. 
* See The Chemical Age (China Clay Review Section), 16 January 1926. 
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It would carry us outside the scope of this book to consider in 
detail the advantages and disadvantages of the various forms of 
specialization—industrial, technical, and territorial—which have 
been mentioned. Readers who are interested in the subject should 
consult some good book on economics. 

The following very interesting Classification of Industries * is 
given for purposes of comparison and to supplement and develop 
the ideas suggested in this and the preceding chapter: 


Landowners 

Proprietors of land and naturalJ Quarry owners 

sources of supply Mine proprietors 
Owners of fishing rights. 


Agriculturalists 
[Gardeners 
Woodmen 
| Shepherds 
Producers of raw materials Herdsmen 
Hunters, &c. 
Miners 
Colliers 
Fishermen. 


Corn mnerchants 
agents 

,, factors 

,, Chandlers 
Cotton importers 
merchants 
brokers 
a SenLsS 
salesmen. 


Dealers in raw materials 
(middlemen between pro- e.g, 
ducers and manufacturers) 


Corn miller 
Cotton spinner 
Timber sawyer 
Iron smelter. 


Manufacturers (first order) e.g. 


more manufacturing pro- Yarn merchant 


Dealers (between two or Flour merchant 
e.g { 
cesses) Timber merchant. 


1 J. A. Hobson, The Industrial System (slightly condensed), 
Cc 
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Baker 
Confectioner 
Cotton weaver 
Dyer 
Printer, &c. 
Manufacturers (second order) Cabinetmaker, &c. 
Rolling mills 
Engine works 
Cutlery, &c. 
(Between any two processes a 
class or more of dealers may in- 
tervene.) 
ae eae 
Produce merchants 
Exporters, &c. 
Shopkeepers 
Hawkers 


Wholesale dealers in commodities 


(Often comprising a final act of 
manufacture, e.g. Butcher, Con- 
fectioner, &c.) 
Carriers on 

Railways 

Canals 

Roads, &c. &c. 


{saa which merely assist other 


Costermongers 
Retail dealers fake victuallers, &c. 
Transport | 


Subsidiary trades trades by supplying minor requi- 
sites. 
Finance Banking 


Insurance, &c. 


CHAPTER. IIt 
THE BUSINESS UNIT 


General. This chapter deals with certain general matters concern- 
ing the formation and organization of the business unit or indi- 
vidual business, and its legal relationships when formed to other 
businesses and to the State. 

Business transactions can be carried on only in a community 
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having an organized system of government with stable legal tradi- 
tions and a firmly established social and industrial order. Further, 
a business itself must be organized, some one must be responsible 
for it legally and financially, i.e. it must be carried on within the 
legal system, it must have a separate identity, and it must be 
capable of sustaining legal responsibilities and of enjoying definite 
legal rights. 

We have therefore first to see what kinds of business unit the 
law recognizes, and then to learn something of their constitution, 
legal responsibilities, and rights. 

Any town of even moderate size will contain examples of all the 
forms of business unit with which we need concern ourselves in an 
introductory book such as this. These are: (i) sole trader; (ii) 
partnership ; (111) company ; (iv) co-operative society ; (v) municipal 
corporation ; (vi) the State. The reader will, if he reflects, see at 
once that every business familiar to him is organized in one of 
these ways. The differences in the constitution of the various 
forms are important, chiefly perhaps to the business itself and its 
owners, but in some respects also to the community and the 
consumer. 

(i) Sole Trader. A person carrying on a business on his own 
responsibility or on his own account, as it is usually phrased, is 
known as a sole trader. Businesses so constituted are very nu- 
merous, especially in retail trade, small works, and the profes- 
sions: such businesses as those of the grocer, draper, chemist, 
smith, carpenter, plumber, dentist, doctor, solicitor, are common 
examples. 

It often happens that a man who has learnt the technique of a 
business, or who has become qualified to exercise a profession and 
has saved some money, or has otherwise come into possession or 
control of a small capital, will make use of it by starting a business. 
In doing so, he runs certain risks in the hope that he will eventually 
be successful and reap the reward of his enterprise. Many busi- 
nesses started in this way come to grief owing to an underestimate 
of the financial resources and possibly also of the moral and intel- 

cre 
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lectual equipment necessary to carry a business on during its 
period of infancy, when the mortality is apt to be rather high ; but 
many succeed, and some grow into very large businesses. 

A great advantage possessed by the sole trader is freedom to 
develop his business as he pleases, his initiative is unfettered by 
others, and there is a refreshing absence of red tape and of the 
loss of time and energy caused by having to consult, persuade, 
and convince others. 

On the other hand, as initiative and authority are his, he must ; 
bear the responsibility for, and the losses caused by, his own 
mistakes; he has no one of equal authority he can consult, no one 
as vitally interested as he is to advise him in doubtful circum- 
stances. The gains and credit are his, but so, too, are the losses 
and discredit. 

(ii) Partnership and Limited Partnership. Similarly, businesses 
may be started as partnerships, or, as very frequently happens, a 
sole trader will admit a partner because he needs more capital or 
assistance in management, or wishes in a practical way to recog- 
nize the value of the services of an important member of his staff. 
A partnership is defined as ‘the relation which subsists between 
persons who carry on a business in common with a view to profit’. 
In Section 4 of the Partnership Act, 1890, it is further laid down: 

“Persons who have entered into partnership with one another are 
for the purposes of the Act called collectively a firm, and the name 
under which their business is carried on is called the firm-name.’ 

A firm in partnership may not legally consist of more than 
twenty persons, or of more than ten if the business be that of 
banking. 

Partnerships are very numerous and are likely to remain so, 
partly on account of the ease with which they can be entered into 
and the comparative absence of legal formalities and expenses, 
but partly because they work extremely well when the partners 
are personally and technically suited to act together ; an individual 
may not be able to find all the capital necessary to carry on suc- 
cessfully a given business, two or more may do so easily; one 
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partner may be specially qualified in one direction, another partner 
may possess different, but equally valuable, qualifications, and the 
pooling of the capital, abilities, qualifications, and experience of 
the partners may result in the development of a ents efficient 
and successful business. 

The relationship between the partners themselves depends upon 
the agreement they make. The capital brought in by the indi- 
vidual partners may be equal or unequal and they may make any 
arrangements they please as to the division of work, responsi- 
bility, and profits. 

Notwithstanding the convenience of partnership, however, there 
are certain serious disadvantages attaching to it, and it is there- 
fore not at all surprising that in recent years the tendency has 
strongly set in to turn even relatively small partnerships and 
also sole trading concerns into private limited companies. Of 
these drawbacks the following may be mentioned: 


(a) The liability attaching to each member of a partnership for 
the debts of the firm is unlimited, and even if a partner retires, 
he does not cease to be liable for the debts incurred during his 
membership of the firm, unless by a discharge known as a novation 
an arrangement is made, or implied, between the retiring partner, 
the creditors, and the remaining partners under which it is under- 
stood that the retiring partner has ceased to be liable.t On the 
other hand, a person is not liable for debts incurred before he 
became a partner, or after he has ceased to be one, unless he allows 
others to believe that he is still a partner. 

(b) The death, withdrawal, insanity, bankruptcy, or miscon- 
duct of a partner may bring about a dissolution, or at least a 
reconstitution, of the partnership, necessitating more or less ex- 
tensive financial readjustments. An interesting example of one 
way of surmounting this difficulty is that of Burnham, Williams 
& Co., the owners of the first Baldwin Locomotive Works of 
America, 


t Partnership Act, 1890: 17 (3). 
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‘The members of the firm claim that the private form of manage- 
ment is more favourable to their growth than the corporate form 
would be. The difficulty about the dissolution of partnership at the 
death of a partner is overcome by a contract into which every partner 
enters, whereby his heirs must sell his share to the remaining partners 
at the current book value.’ 1 


It must be noted, however, that the amount withdrawn may have 
to be replaced by the surviving partners. 

(c) Difficulties may arise in the way of obtaining fresh capital, 
or raising loans, without admitting a new partner to share the 
responsibilities and profits of the business. 

(d) A partnership is not a legal person, although it may be sued 
as a firm. 

The first of the disadvantages just mentioned—that of un- 
limited liability—was to some extent met by the passing of the 
Limited Partnership Act in 1907, under the provisions of which a 
new kind of partnership was made possible in this country. This 
Act provides for the admission into a partnership of what is 
known as a limited partner—one whose liability is expressly 
limited to the amount he agrees to subscribe. Such a partner 
must, however, be a sleeping or dormant partner,’ as, although he 
may advise, he must take no part whatever in the management 
of the business. There must, therefore, be at least one general 
partner in such a business. 

It is extremely improbable that such a constitution will become 
very popular in this country—for one thing, it has come too late 
in the day—but there are people who would be unwilling to be- 
come general partners in a business though they would be quite 
prepared to be sleeping partners subject to the limitation of their 
liability. The Act meets the case of a partner who may wish to 
retire from active business and who does not wish to remain a 
general partner, but is willing to continue his connexion with the 
business as a limited partner; or, again, the general partner (or 

t Knoop, American Business Enterprise, p. 33. 


2 A sleeping or dormant partner is one who has a share in a business, 
but takes no active part in its management. 
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partners) in a business may be glad to admit as a limited partner 
a man of means who does not wish to undertake an active business 
career or to run indefinite risks. 

Every limited partnership must be registered with the registrar 
of joint-stock companies. 

It should be noted that the word company often used by sole 
traders and by partnerships as a part of the business name has no 
legal significance. A sole trader or a firm in partnership may adopt 
any fancy name he or it pleases, so long as, by so doing, the rights 
of other people are not infringed. But when a fancy name is so 
adopted, the full name, or names, of the owners of the business 
must be registered in accordance with the Registration of Business 
Names Act, 1916, and printed on the business stationery. 

(1) The Company. The most usual type of company is the 
limited company. We have to see, then, (a) what a company is, 
and (b) what the meaning of /zmzted is when applied to a company. 

A company has been defined as ‘an association of individuals 
for purposes of profit, possessing a common capital contributed 
by the members composing it, such capital being commonly divided 
into shares, of which each possesses one or more, and which are 
transferable by the owner’. 

A company limited by shares (a limited company) is one the 
liability of whose members is limited by the memorandum of 
association to the amount, if any, unpaid on the shares they 
respectively hold. This means that the liability of the holder of, 
say, one hundred {1 shares in a company is limited to £r1oo. If 
such shares are fully paid up, there is no further liability; if they 
are partially paid up, say 15s. on each £1 share, there is a liability 
of 5s. a share, amounting altogether to £25. The position of a 
shareholder in this respect is similar to that of a limited partner, 
but is radically different from that of a general partner in a 
partnership, or of a sole trader. 

An unlimited company is one not having any limit on the 


t Section 18 of this Act is applicable also to directors of companies, 
if the latter have been incorporated since November, 1916. 
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liability of its members. Such companies are very few in number 
and we shall not consider them. Our concern is with the limited 
company. How, then, is such a company formed ? 

1. In accordance with the provisions of the Companies Acts 
1908 to 1928. This is the usual method, the other methods to 
which incidental reference is made later are adopted only for 
special reasons. Any seven or more persons (two or more if the 
company is to be a private company) may form an incorporated 
limited company by signing a document known as the memoran- 
dum of association and otherwise complying with the requirements 
of the law in respect of registration. This memorandum must state 

(2) The name of the company, with ‘Limited’ as the last word 

in its name. 

b) The address of the registered office of the company. 

c) The objects of the company. 

d) That the liability of its members is limited.? 

e) The amount of its share capital and the way in which it is 
divided. 

Each person signing the memorandum must take at least one 
share and must write opposite his name the number of shares 
he takes. 

The rules and regulations specifying the number and qualifica- 
tions of the directors of a limited company and generally defining 
its internal organization are known as articles of association. These 
may, in the case of a company limited by shares (must in the case 
of a company limited by guarantee or unlimited) be registered 
with the memorandum of association. This is done by delivering 
both memorandum and articles to the registrar of companies who 
retains and registers them and issues a certificate that the com- 
pany is incorporated and limited. This certificate, in the words of 
the Act,* is ‘conclusive evidence that all the requirements . . . in 


* Associations formed for promoting commerce, art, science, &c., which 
prohibit the payment of any dividend to their members, usually obtain 
licences from the Board of Trade to dispense with the use of the word 
Limited. These, of course, are not trading concerns. 

2 Companies Consolidation Act, 1908. 


( 
( 
( 
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respect of registration and of matters precedent and incidental 
thereto have been complied with, and that the association is a 
company authorized to be registered and duly registered’. 

From the date of incorporation the subscribers of the memo- 
randum of association and other persons who may become mem- 
bers of the company are ‘a body corporate . . . capable forthwith 

_ of exercising all the functions of an incorporated company, and 
having perpetual succession and a common seal’. Briefly, there- 
fore, a limited company has come into existence and is free to 
enter on its career. 

A company limited by guarantee is one in which the liability 
of its members is limited by the memorandum to such amount as 
they may undertake to contribute to its assets in the event of its 
being wound up. These companies are not, however, usually 
formed for business purposes, and there are comparatively few of 
them in existence. . 

A private company is one which by its articles 


(a) Restricts the right to transfer its shares. 

(0) Limits the number of its members (exclusive of employees 
and ex-employees who were members of the company while in its 
employment and have continued to be members) to fifty. 

(c) Prohibits any invitation to the public to subscribe for any 
shares or debentures of the company. 


2. Companies Otherwise Incorporated. Most of the companies 
in existence have been incorporated in the manner described 
under the provisions of the Companies Acts; but there are some 
companies incorporated by Royal Charter or special Act of Par- 
liament. Such companies invariably need powers of a special 
kind, the power of compulsory purchase of land, e.g. railway and 
water companies; the right to lay pipes under the streets, e.g. 
gas, electric light, and water companies. Such companies, not- 
withstanding their method of incorporation, are usually limited 
companies. : 


: Companies’ Consolidation Act, 1908, 
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From what has been said it will be obvious that the limited 
company is different in very many respects from either a sole 
trading or partnership concern. Among these differences the fol- 
lowing are specially important: 

(a) Its existence is formally and definitely recognized and regis- 
tered by the State. 

(0) The liability of its members is limited. 

(c) It is a separate entity with perpetual succession. It is 
distinct from the members who own ‘its capital, and its life and 
fortunes are independent of theirs. Whatever happens to them, 
its capital remains intact. If a member wishes to sever his con- 
nexion he can do so only by transferring his shares to some one 
else, and such transactions involve, so far as the company is con- 
cerned, only an entry in its Register to the effect that B has taken 
the place of A. 

(2) Owing to the inducements they offer for the investment of 
savings, public limited companies are able to obtain large supplies 
of capital and to embark on undertakings for which the wealth of 
a private individual would be quite inadequate, or which involve 
risks too great to be borne by a few. 

(¢) The publicity required by statute is a valuable safeguard 
in the interests of the company, its members, and also of the 
creditors. 

(f) A limited company, whose credit is good, can easily borrow 
money in the form of mortgage debentures and in other ways. 

When, therefore, the operations of a business are on a com- 
paratively large scale, necessitating the employment of consider- 
able capital, the legal constitution adopted for the business is 
nowadays almost invariably that of the limited lability company. 
Not only may a large capital be raised in comparatively small 
amounts from a large number of shareholders, but if the business 
is one which deals in commodities in general use, or otherwise 
renders services in wide demand, e.g. multiple ship companies or 
banks, the wide basis of ownership is a form of goodwill or ad- 
vertisement tending to increase the business of the company. 
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The different forms of the capital of a company are not always, 
or even usually, on an equality in respect of rights to capital and 
dividend. Allkinds of capital named may exist together, although, 
of course, not necessarily so. The following indicates a general 
classification: 


Capital of a company limited by shares? 


Capital divided into shares Borrowed capital 
Preference Ordinary Deferred Debentures Reserve 
| 
Cumulative preference Preference 
(a) As to capital (a) As to capital 
and dividend and dividend 
(6) As to dividend (0) As to dividend 
only only 


Preference Shares. Such shares may have preferential rights 
(a) as to dividend only, or (6) as to dividend and capital. If the 
former they rank before other classes of shares in the division of 
the profits earned; if the latter, the preference shareholders are 
entitled to be paid off before the other classes of shareholders, in 
the event of the company being wound up. 

If in any one year (or series of years) the profits earned are in- 
sufficient to pay the dividend on the preference shares and the 
holders of such shares are entitled to have the arrears of dividend 
made good before the other shareholders receive anything, the 
shares are known as cumulative preference shares. Participating 
preference shares are those which are entitled to an additional 
dividend in given conditions, e.g. if after a preference dividend 
of, say, 5 per cent. and an ordinary dividend of 10 per cent. 1s 
paid any remaining profits are to be divided in some stated 


: Fully paid-up shares are sometimes converted into stock, and such 
stock may be transferred in any sums allowed by the Act of Parliament or 
Articles of Association, e.g. £5, £25, £50, or £100. The capital of such a 
company is then a lump sum for each description of stock. 
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proportion between the preference and ordinary shareholders, 
such preference shares are described as participating preference 
shares. 

Ordinary shares rank after preference shares. 

The rate of dividend on preference shares is limited, but that 
on ordinary shares is usually elastic. The choice usually placed 
before the investor, therefore, is either (a) a moderate fixed divi- 
dend and reduced risk, or (b) a possibly larger dividend and 
greater risk, 

Deferred shares rank after ordinary shares. They are often 
known as Founders’ Shares, as they are frequently taken by the 
original owners of a business when it is converted into a limited 
company as part of the purchase price. By so doing, the latter 
evince their belief in the success of the business, as the value of 
such shares is very small unless the other shares (preference and 
ordinary) are receiving dividends. If, however, the business 
flourishes, the method of dividing the surplus profits (i.e. the 
profits over a certain stipulated amount) may enable the company 
to pay a high percentage on the deferred shares, and they become 
very valuable in consequence. 

Debentures. The amount of money invested by debenture hol- 
ders is really a sum borrowed by the company, and if this sum is 
in the form of mortgage debentures, it, to that extent, represents 
a preferential claim on the assets mortgaged. Money borrowed in 
this way fulfils the functions of capital. Debentures represent, 
therefore, an alternative way of raising additional money for the 
purposes of the business. Debenture holders are not shareholders 
in, but creditors of, the business. 

Reserve may be an amount definitely allocated to a fund to 
meet contingencies or it may be simply an amount retained from 
profits earned. No interest is paid, but the earnings on this part 
of the financial resources of the company naturally help to swell 
the aggregate profits, and therefore the rate of dividend earned 
on the capital proper. 
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ORGANIZATION OF A JOINT STOCK COMPANY FROM 
THE STANDPOINT OF CONTROL 
The Proprietors, Shareholders, or Stockholders 
ee ee, 


Directors 
Managing Director (if any) 


General Manager 


Managers of Executive Secretary 
Departments (Manager of Administrative 
Departments) 
Subordinate Staff whose duties Subordinate Staff 
depend on the nature and size (see note opposite) 


of the business 

All companies must comply with the requirements of the law as 
to the filing of returns with the registrar of companies; and 
elaborate regulations are laid down in the Acts concerning pro- 
cedure to be followed if changes are to be made in the objects for 
which the company is formed, if its capital is to be reduced or 
reorganized, if the company is to be wound up or other changes 
of a vital character made. These regulations, however, are too 
detailed to be considered here, and indeed they are more properly 
dealt with in a book on company law. Something more should 
be said, however, of the position and privileges of the private 
company to which reference has been made. 

Private companies as such were unrecognized by the law of this 
country until 1907, but business men had for a long time con- 
trived to use the form of a public company in such a way as 
nearly to obtain the same organization as the avowedly private 
company now possesses. The legislature therefore gave legal sanc- 
tion with some modifications to an existing procedure. 

The following advantages may be mentioned: 

(a) The procedure prescribed for forming a private company is 
much simpler than that for a public company. It is therefore 
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quite an easy matter to convert either a sole trading business or a 
partnership into a private limited company. 

(6) Like the public company it is a legal entity with an exis- 
tence independent of its members, its shares may be transferred 
(subject to restrictions); and the death, or withdrawal for other 
reasons, of a member does not affect the capital of the business. 

(c) The previous owners or their representatives, while enjoying 
the privileges of limited liability, can keep the management of 
the company in their own hands. 

(d) A public company has to file with the registrar annually a 
statement in the form of a balance sheet, and also a report on the 
position of the company which has to be sent to the members 
seven days before the statutory meeting. The private company is 
exempted from these requirements. 

(ec) Holders of preference shares and debentures of a public 
company have the same right to receive and inspect the balance 
sheets and auditors’ and other reports as is possessed by the 
ordinary shareholders; this requirement again does not apply to 
a private company. 

(f) The private company (other than banking and insurance 
companies) is not required to file or publish any accounts or a 
balance sheet or any statement of loans or liabilities, except mort- 
gages and charges. 


CHAPTER IV 


THE BUSINESS UNIT (continued) 


THE more usual—almost universal—types of business or trading 
unit have been described in the previous chapter. But one or two 
important forms of unit remain to be considered, 

(iv) Co-operative Society. The members of co-operative socie- 
ties enjoy the privileges of limited liability, but the societies are 
organized and registered, not under the provisions of the Com- 
panies Consolidation Acts, but of the Industrial and Provident 
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Societies Acts; the value of shares held by any member must not 
exceed a given amount, and interest (not dividend) is paid on the 
share capital at a fixed rate, the net profits being divided amongst 
the members (or customers), not on the basis of their holdings, but 
in proportion to the amount of their purchases. 

The organization of two groups of co-operative societies may 
be briefly outlined: (a) consumers’ societies, and (b) producers’ 
societies. 

(a) Consumers’ societies are made up of members each of 
whom has a minimum holding of perhaps {1 or £2. Members 
are charged normal trade prices at the retail shops for the goods 
they buy, receiving with each purchase a token or slip showing the 
amount. The net profits of the society, after the payment of 
a fixed rate of interest on the capital, are divided amongst 
the members in proportion to the value of their respective 
purchases. 

The retail co-operative societies have organized a Co-operative 
Wholesale Society (C.W.S.), which now does business on a very 
large scale. The wholesale society stands to the retail societies in 
a similar relation to that in which the retail societies stand to their 
members. The great principle of these societies is the payment of 
dividend upon purchases. 

(6) Producers’ societies, as their name suggests, are co-operative 
societies organized for production, in the interests not of share- 
holders, but of the members themselves. After payment of the 
necessary charges for capital, and of the usual rates of wages to 
the workers, and all the other expenses of carrying on the busi- 
ness, the net profits are divided amongst the workers in propor- 
tion to their wages, i.e. the distinguishing principle is the payment 
of dividend upon wages. 

It would take us too far to consider in detail the organization 
of co-operative societies, but some of the more important rights 
and duties are summarized below. These are based on the Indus- 
trial and Provident Societies’ Acts, 1893-1913. 

(a) The society must be registered with the Registrar of Friendly 
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Societies to whom application, signed by seven persons and 
the secretary, and accompanied by two copies of the rules 
of the proposed society, must be made. 

(b) On registration the society becomes an incorporated body, it 
can hold and deal in property of any kind and it can sue 
and be sued in its corporate name, and its rules become 
binding on its members. 

(c) If the nwmber of its shares is not limited, it is not chargeable 
with income tax. 

(d) The members cannot be sued individually for the debts of the 
society, nor compelled to pay more towards them than the 
sum remaining unpaid on their shares. 

(ec) The members may transfer or withdraw their shares. 

(f) An individual or company may hold any number of shares 
allowed by the rules not exceeding £200 nominal value, and 
any amount so allowed as a loan. A society may hold any 
number of shares. 

(g) The society must have a registered office and a seal on which 
its name is engraved. 

(i) Its accounts must be audited at least annually. 

(r) It must make a return annually of its business to the registrar.! 


(v) The Municipality. Municipalities often borrow money on 
agreed terms for the purpose of trading, the sums so raised con- 
stituting the business capital, e.g. if a Town Council decides to 
establish an electrical power station it obtains the sanction of the 
Ministry of Health to raise the necessary money, and then invites 
the public to subscribe the required sum at a fixed rate of in- 
terest. The amount so borrowed is gradually extinguished by 
means of a sinking fund. The net profits of the undertaking are 
sometimes used in relief of the rates or to develop the business, or 
they may be divided between these objects. Failing profits the 
community should benefit by being supplied with cheap elec- 
tricity, cheap tramcar rides, and so on. The most usual trading 


‘ For fuller information the reader is referred to the C.W.S 
to the Acts of 1893 and 1973. i a eae 
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undertakings of municipal corporations are those for the supply 
of water, gas, and electricity. 

(vi) The State. The best-known business organ of the State is the 
Post Office. Reference to some of its functions will be made later. 


Constitution of the Business Unit 


I. Sole Trader 

(a) With limited partner 

(or partners) 

II. Partnership 

(b) Without limited 

partner 
(1) Incorporated under 
Royal Charter 


(2) Incorporated by 
(i) Public Special Act of Par- 
lament 


(a) Company (3) Incorporated under 
the Companies’ Acts 


L s ‘ Incorporated under the 
- i) Privated Coorong Acts 


III, Corporations 
(6) Co-operative Society 


° The Municipality 


(d) The State 


Relationship of the Business Unit to the State. Business men 
conform voluntarily, without any legal compulsion, to many usages 
and customs; but it has nevertheless been found necessary to pass 
numerous laws dealing with the operations of commerce. Although 
it is neither possible nor advisable for every business man to be 
his own lawyer, it is both possible and advisable—indeed it is 
essential—for him to know that he has legal responsibilities he 
cannot evade, and legal rights that others should not infringe. We 
cannot attempt to summarize or even to name all the many laws 
concerned with the operations of commerce; it will be sufficient 
to refer to a few as examples. 

D 
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(i) The Law of Contract. A business transaction, e.g. a Sale, is 
not an arrangement of a merely friendly character; it is a legal 
contract, the essence of which is that there shall be agreement 
between two persons, enforceable at law. Both parties are bound 
to do something, and each has certain legal remedies if the other 
fails to carry out his bargain. 

(ii) The Sale of Goods Act, 1893. The buying and selling of 
goods is carried on subject not only to the general law of contract, 
but to the special conditions laid down in the Sale of Goods Act, 
1893, the provisions of which in so far as they affect everyday 
transactions should be familiar to the business man. 

(iii) Many laws of a special character have been passed to regu- 
late business practice in important respects, e.g. the laws relating 
to the Sale of Food and Drugs, the Merchandise Marks Act, the 
laws providing for the certification of Weights and Measures and 
regulating their use, the Bills of Exchange Act, and the laws con- 
cerning the Carriage of Goods. 

Again, business men must observe the laws dealing with work- 
men’s compensation, the employment of juveniles, the insurance 
(sickness and unemployment) of employees, the hours during 
which shops may remain open or certain goods sold, and others. 

(iv) Many business operations are carried out by one person 
(known in law as the agent) on behalf of another (the principal) ; 
it is essential that both agent and principal should under- 
stand what their legal responsibilities are (a) to each other, 
and (b) severally and jointly to those with whom they do 
business. 

(v) Persons engaged in certain businesses must observe the 
special laws relative to the trade in which they are engaged, e.g. 
bakers and others must conform to the law as it affects work- 
shops, grocers to the laws regulating the adulteration of food, the 
sale of margarine and tea, and chemists to the laws relating to the 
sale of poisons and other drugs, ironmongers and others to the laws 
concerning the sale of firearms. 


(v1) Some businesses may be carried on only under licence, e.g. 
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that of the innkeeper ; and some commodities may be sold only by 
those who hold a licence to deal in them, e.g. tobacco. 

(vii) Some goods may be sold only after duty has been paid 
on them: patent medicines, playing-cards, tea, and coffee are 
examples. 

(viii) Some businesses may not be carried on except by persons 
whom the State recognizes as qualified for the purpose, e.g. that 
of dispensing chemist. 

The reader must not, as has been stated, regard this short 
statement as a complete summary; it is inserted merely to draw 
emphatic attention to the fact that business is necessarily carried 
on within the legal system, and that, while some very important 
common businesses have to conform to special regulations and 
restrictions, all businesses at some point or other come into inti- 
mate touch with the law. 


A BURTHER NOTE ON CAPITAL 


In the first chapter a short definition was given of capital from 
the economic point of view. Comparing that definition with the 
use of the term in this chapter the reader will have seen that, 
like other words—trade, commerce, industry—the word capital 
does not always bear the same meaning, that, in fact, its signifi- 
cance is apt to vary with the context. Nevertheless it is very 
necessary to have clear and logical ideas concerning the meaning 
of capital. If, as we have said, capital denotes the money, tools, 
machines, and commodities which assist production, but which are 
themselves the result of previous productive effort, what do we 
mean when we speak of the capital of John Robinson, or of Robin- 
son & Sons, or of Robinson & Co., Ltd.? Let us see. In the first 
place, it is necessary to understand that the points of view of the 
economist and that of the business man are different. The econo- 
mist wants to know why this or that, the business man how much ; 
the economist for his own purpose /as to draw a distinction be- 
tween natural resources (or land) and capital because that distinc- 

Diz 


36. THE BUSUNESS? UNIS 


tion exists and is one of great scientific importance. But the 
business man is not as a business man concerned with this dis- 
tinction at all, and he regards all that he possesses that has a 
value in exchange as his capital—land, buildings, machinery, 
furniture, raw materials, finished stock, money, book debts— 
indeed everything in the business that has a money value, less 
everything that the business owes to other people. Let us suppose 
that John Robinson is a printer and stationer and that the follow- 
ing figures show the financial position of his business: 


rs 

Land and business premises. : é : ; - 5,000 
Machinery and other equipment : : : : = 25800 
Stock of paper, ink, and other materials in the printing works 550 
Stock in the shop . : : ; : ; : . 450 
Work finished or partially finished . : . : : 120 
Amounts due from customers . ; . ; : : 300 
Cash and balance in the bank . ¢ : : : 4 200 

9,420 
These are known as the Assets (Property) of the business. 
Due to creditors (i.e. Liabilities) : , : : : 500 
The difference is 8,920 


and this sum, therefore, represents the value of the capital in John 
Robinson’s business, i.e. the value of allits assets minus its liabilities. 


If this same business had been a partnership, the amount of 
the capital would have been the same, the only difference being 
that instead of John Robinson owning all the capital the various 
partners would have owned it in certain agreed proportions. 

But suppose the business is that of John Robinson & Co., Ltd. 
Here we are faced with what is an apparent contradiction or, at 
least, an inconsistency, for as we know, the capital is usually ai 
to consist of say {10,000 divided into 10,000 shares of £i.each, 
What then is the connexion between these shares and the assets 
of the business ? 

We will draw up a balance sheet (as it is called) for John Robin- 
son & Co., Ltd. in the form below and examine it: 
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BALANCE SHEET OF JOHN Rosinson & Co., Lrp. 
31st DECEMBER, 1926. 


Liabilities. a Assets. £ 
Capital . : | Land . ; : en ,000 
10,000 Ordinary Shares of | Buildings : 4,500 
£1 each : . 10,000 | Furniture and eaiparents: 700 
Balance of Profit and Loss | Delivery vans, &c. . 3 820 
Account ‘ : ; 1,060 | Stock . , s ; 2,560 
Creditors ‘ : : 440 | Debtors . : ; : goo 
| Balance in Bank : ; 920 
Cash in Office . : i 100 
II,500 | II,500 


A study of this balance sheet will reveal that there is no essen- 
tial difference between it and that of the sole trader. 

The real cafital consists of the property of the business, the 
division into shares in no way affects this; what the balance sheet 
does show is that the shareholders hold among them 10,000 
£1 shares. 

The market value of these shares may not be £1 precisely, 
sometimes they are worth considerably more than £1 each, some- 
times considerably less, but the nominal value—the value in the 
books of the company—remains unaltered. 

As we return to this subject again in Chapter XI, it is unneces- 
sary to say anything further at this point. 


CHAP TERY V 
RETAIL TRADE 


GENERAL NOTIONS 


WE saw in the previous chapter how businesses are usually con- 
stituted, legally and financially. We have now to consider some 
of the ways in which business is carried on; and we shall begin 
with that branch of trade—the retail—which concerns everybody, 
for the retailer is the last link in the chain of traders whose business 
it is to bring commodities within the reach of the general public. 
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Rise of the Shopkeeper. We have travelled a long way since the 
great periodical fairs of the Middle Ages which, like the Gilds, 
with their regulations and restrictions, have in this country be- 
come a memory, and in some quarters, an ideal. But the shop- 
keeper is in some degree their modern representative ; his shop, 
unlike the fairs, is always open, and although he must conform to 
certain regulations and laws, the latter are much less obtrusive 
and obvious to the shopkeeper and consumer than were those of 
the gilds to the merchants and consumers of former days. 

A large part of our retail trade must for centuries have been in 
the hands of the actual makers of goods, and even to-day the 
making of goods to the order of the customer (i.e. bespoke trade) 
is a marked characteristic of certain trades, e.g. the tailoring trade 
and special branches of the boot and shoe-making trades. 

Mark Rutherford, referring in one of his novels to the shop- 
keeper of a century or so ago, makes the following statement: 


‘If a new watch was ordered as a wedding present or a gift toa 
son or daughter on the twenty-first birthday, it was specially 
manufactured.’ 


And again, Mr. Augustine Birrell, in his essay on Old Book- 
sellers, Says: 


“In oid days booksellers were also publishers, frequently printers, 
and sometimes paper-makers. Jacob Jonson not only owned Milton’s 
Paradise Lost... but also kept a shop in Chancery Lane, and sold 
books across the counter.’ 


The change in England to modern conditions preceded similar 
changes on the Continent, but the later survival of medieval 
trading customs in Europe makes it possible to realize vividly 
the earlier conditions here. The contrast is very effectively 
brought out in The Rise of Modern Industry * by the following 
quotation from Dr. Clapham’s Cambridge Modern History, which 
is so relevant to our subject that it is worth repeating here: 


* Hammond, The Rise of Modern Industry. 
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“Trade [in inland Germany a generation after the steam engine had 
turned the English into an industrial people] was mediaeval in its 
simplicity. Peasant and townsman everywhere dealt directly with 
each other in the weekly markets. No intermediary came, as a rule, 
between the working craftsman and the consumer. The man who 
wanted a new town-house himself bought the materials and directed 
the workmen. In the country the peasant often built for himself 
with the aid of his neighbours. Local supplies of food for the most 
part satisfied all local needs. Even in Berlin the bulk of the flour 
consumed was ground at the neighbouring mills. Outside the greatest 
towns the pure shopkeeping class hardly existed. Pedlars and travel- 
ling dealers took its place, from whom both small townsman and 
peasant bought any implements, utensils, articles of clothing, or 
luxuries, that could not be made on the spot.’ 

In recent years we have had the revival, or perhaps it would be 
more correct to say, the beginnings of the system of direct trading 
in the modern sense of that term, the opening of shops by manu- 
facturers for the sale of the goods they make. 

Types of Retail Trader. In retail trade to-day the following 
types of trader may be distinguished. 

(i) The small general shopkeeper (of whom the village shop- 
keeper is the type). 

(ii) The typical shopkeeper who specializes in the sale of closely 
related commodities, the grocer, draper, ironmonger, confectioner, 
and jeweller being conspicuous examples. Businesses such as 
these are usually carried on by a sole trader or a partnership. 
More rarely the business may be owned by a limited liability 
company, although a tendency is growing to convert retail busi- 
nesses of moderate size with a capital of £5,000 or even less into 
private limited companies. 

(1) The multiple shop company. 

(iv) The departmental store company. 

(v) The co-operative society. 

(vi) The centralized business (owned by sole trader, partner- 
ship, or limited liability company) doing its business through 
the post. 

(vii) The municipality. 
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Miscellaneous retail trade is also carried on by farmers who sell 
to the general public produce from their own farms, by hawkers— 
regular and irregular—by auctioneers, and others. In retail trade 
it is still, on the whole, pre-eminently true that the infinite variety 
of the wants of customers due to their differing tastes, habits, and 
financial resources counteracts to some extent that tendency to 
uniformity of organization observable in other directions and 
even to some extent in retail trade itself. In spite therefore of 
many revolutionary changes, some long-standing characteristic 
features of retail business persist. 

The local shopkeeper, with his solid old-established business, is 
still characteristic of retail trade, although his position has been 
somewhat undermined by the pushfulness and innovations of his 
modern and, in his view, very intrusive rivals. In his book The 
Industrial System Mr. J. A. Hobson makes the following state- 
ment: ‘The universal provider, the co-operative store, the de- 
velopment of the grocer, the oilman, the hardware shop into a 
general shop is the most salient fact in modern trade.’ 

But nevertheless the local specialist shopkeeper has certain 
very considerable advantages if only his business has attained a 
sound position and if it continues to be well managed. He is 
often a man of some consideration in his locality, he knows his 
customers, their likes and dislikes and all their little idiosyn- 
crasies through and through, he knows to whom he can safely 
give credit and those from whom he must withhold it; in fact, the 
success of the local business man depends more than ever on 
his own personality, managing ability, adaptability, and finan- 
cial resources. 


Mr. E. V. Lucas has well hit off the advantages enjoyed by the 
local business man: 


‘Even here in a little place like Grange we have great perplexities, 
and to add to everything else the best butcher in the town has just 
retired and sold his business to a firm with hundreds of branches who 
cannot give the individual attention that Mr. Radbone used to. We 
shall all feel it, but no one more than my poor Griselda, because her 
little pieces of raw meat every morning (you know that Blue Persians 
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must have raw meat if they are to keep a good health, and even then 
they are so delicate and lose their hair and are often ill through 
swallowing it) were so carefully looked out for her by Mrs. Radbone 


2 


herself, a very nice woman... .’! 


But notwithstanding these and other advantages enjoyed by 
the individual shopkeeper or small partnership, the success of 
multiple shops and department stores indicates that they enjoy 
considerable economic advantages—among which the following 
call for special notice: 


(i) There is concentration of financial control. 

(i) There is concentration and specialization of management, 
making a closely knit and effective organization possible. 

(ui) Experts with suitable scientific, technical, and adminis- 
trative qualifications can be employed. 

(iv) Establishment charges may be spread over a large turn- 
over. (On the other hand, large businesses call for an amount of 
inspection and supervision and some rigidity of organization and 
the use of red tape with much of which the small business can 
dispense.) 

(v) There may be savings in advertising, e.g. a customer visits 
one department of a large store for a particular article and, pass- 
ing other departments on his way in and out of the building, is 
tempted to buy articles which he had previously not intended to 
get or to get elsewhere. Or, again, an advertisement on a large 
scale may serve to give publicity to many shops. The absolute 
cost may be very high, as for the front page of a newspaper, but 
the actual cost to each shop or department may amount to a 
comparatively small sum, and yet all may benefit. This form of 
multiple advertising, as it may be called, is impossible to the sole 
trader with a single shop. 

(vi) The multiple shop company is not dependent on the pros- 
perity of one particular town or locality unless its interests are 
geographically very much restricted ; its success or failure is deter- 
mined by a broadly-based average of conditions. The following 


t Listener's Lure: Letters from Aunt Charlotte. 
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statement from an advertisement, while it needs qualification, 
may be taken to be true on the whole: ‘Multiple shops are in- 
variably good profit earners, and their business is so spread that 
they are not influenced by any local trade depression.’ Similarly, 
the department store does not depend absolutely on the success 
of one department or branch of trade, but on the success of the 
business as a whole. 

(vii) Economies in buying and in the transport of goods are 
nearly always possible to the large buyer. 

(vii) Multiple shops and department stores are usually owned 
by limited liability companies. If, as often happens, the shares 
are issued at a low nominal value, the number of individual share- 
holders may be so great as materially to influence sales. 

(ix) The fact that a company is known to be flourishing is an 
asset to the company—its credit enables it to obtain the most 
advantageous terms in buying, and tends to impart confidence in 
the quality of the goods in which it deals. The publication of its 
accounts and the distribution of its dividends make its pros- 
perity known to a wide public, and provide it therefore with a 
very valuable form of advertisement at a trifling cost. 

Organization of a Retail Business. It is clear that the organiza- 
tion of a business will be greatly affected not only by the nature 
of the business, but also by its size and its legal constitution. A 
sole trader with a single shop will be not only the owner, but 
probably also the manager of his business, exercising contro]— 
often minute control—over the whole concern and retaining in 
his own hands full powers of initiative. Similarly, in many partner- 
ships, all the partners will be engaged in the actual work of manage- 
ment, delegating to subordinates only routine work. Again, ina 
private limited company, two or three of the largest shareholders, 
formerly possibly the partners, will be the directors exercising 
the same powers of control as they did before the company 
was formed. 

In a public limited company, however, a co-operative society 
or a municipal corporation, the problems of internal organization 
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and management will present greater difficulties—for two reasons. 
First, the business will normally (not necessarily, of course) be 
larger; and, secondly, the directors of a public limited company 
and the committee of a co-operative society or municipal corpora- 
tion act in a representative capacity and have in their turn to 
delegate the actual work of day to day management to a chief 
official (secretary or general manager) who will exercise much of 
the power and fulfil many of the functions performed by the sole 
trader or partners in a privately-owned business, but whose 
power of initiative is to some extent necessarily hampered: he is 
not, and cannot be, the ultimate authority, however near to being 
that a strong and autocratic man may get. 

No single type of organization would meet the needs of every 
kind of business, large and small, but some general ideas on the 
subject may be worth mentioning. 

Whatever the type of business, there must be a general manager 
(or managers)—whether known by that name or some equivalent 
is immaterial. The exact nature of his powers, the manner in 
which he will exercise them, the extent to which he will delegate 
them, will depend on many factors which we need not discuss. It 
will be sufficient to notice in passing the work that must be done 
in any normal retail business. 

Some one must be responsible for 

(i) The general organization and equipment of the business. 

(ui) Finance. 

(iii) Appointment and supervision of the staff. 

(iv) The correspondence. 

(v) The records—financial and other. 

(vi) The purchase of commodities, and for any treatment which 
those commodities may have to undergo to fit them for 
re-sale. 

(vii) The sale of the commodities, their packing and delivery. 

(viii) Publicity—advertising in all its forms. 

In a very small business, one man may do all this work; in a 
large business, not only will there be departmental managers, 
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but assistant managers and numerous subordinate officials— 
buyers, salesmen, travellers, book-keepers, cashiers, clerks, and 
errand boys. 

What it is important to observe is that, whether the business is 
small or large, and however it may be constituted and owned, 
arrangements must be made for the adequate and efficient dis- 
charge of all these functions or the business will falter and possibly 
collapse. 

Multiple (or Chain) Shops. We may supplement these general 
notions with some details concerning the working of the multiple 
shop system, with which the department store system is very 
closely linked up; indeed, many multiple shops are really depart- 
ment stores. Recent developments in the drapery trade are, in 
this connexion, specially interesting—a prospectus which reached 
the present writer while this book was being written gave par- 
ticulars of a large company in the drapery trade controlling or 
interested in nearly twenty different businesses, some of which 
had several branches so that the main company was interested 
in something like forty different shops, some no doubt organized 
as department stores. 

The company owning the shops may be 

(i) A selling company simply. 

(ii) A selling company subsidiary to a manufacturing company, 
but both dependent on each other, the one for supplies and the 
other for markets. 

(ul) A manufacturing company directly owning the shops and 
engaged in direct selling. Examples will readily occur to the 
reader—for instance, shops for the sale of boots, cycles, weighing 
machines, typewriters. 

(iv) A manufacturing company having a controlling interest 
in the retail establishments, e.g. brewery companies and their 
tved houses. This controlling interest may amount to ownership, 
although perhaps partially disguised; or, while the retail shop 
may legally belong to the man in whose name it is carried 
on, his financial or legal responsibility or both may be such 
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that he is obliged to obtain his goods from a particular manu- 
facturer. 

An examination of the kind of trade carried on by typical mul- 
tiple shop companies reveals certain interesting characteris- 
tics. The commodities dealt in are usually either (i) those for 
which there is a constant demand amongst all classes of the 
population, e.g. groceries, drugs, fancy goods, boots and shoes; 
or (ii) commodities which are protected by patents, or which at 
least have acquired such a reputation as to be sought after, e.g. 
such articles as scales, typewriters, cycles. The system is appar- 
ently less applicable to the sale of special goods—although in 
general use—unless the company has a monopoly or semi- 
monopoly. It is improbable, for instance, that it would be worth 
while for a firm of chocolate manufacturers! to open a chain of 
multiple shops because, to name only one reason, by so doing it 
might play into the hands of its competitors by arousing the 
hostility of retailers all over the country. If the multiple company 
sells commodities of very general consumption its shops may be 
found in comparatively small centres of population, as well as in 
large, but if the commodities are of a special nature, having there- 
fore a somewhat limited appeal, the shops will be found only in 
thickly populated areas. A firm of grocers or confectioners, for 
instance, might open a shop in a small country town but it would 
probably not be worth while for a typewriter company or a 
weighing machine company to do so; and it seems reasonable, 
therefore, to conclude that there may be fairly rigid economic 
limits to the development of such a system. 

The success of a multiple shop company depends on the efficiency 
of its organization and management, for the more complex the 
machine, the more serious are any derangements in its working. 

One very successful combination of selling and manufacturing 
companies, with a carefully considered and effective organization 
may be described in general terms, as an illustration. The busi- 
ness comprises a number of selling companies, with shops in many 


« There are exceptions in the general confectionery trade. 
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of the chief towns of the country, and the nature of its business 
calls for the services of a highly trained and expert staff, and for a 
closely knit but elastic scheme of organization. 

The whole chain of businesses is controlled by the manufac- 
turing company. The selling companies, which are constituted 
on a territorial basis, although nominally and legally distinct 
companies, are completely welded to the parent company as the 
latter holds all the ordinary shares in each company and the 
directorates of all the companies are interlocked in such a way as 
to ensure the complete centralization of the whole organization, 

Subject to the ultimate control of the directors, the manage- 
ment is in the hands of an executive, the members of which are 
directors actually engaged in the day to day work of carrying on 
the business. The executive in its turn delegates power to com- 
mittees with administrative officers, each committee being charged 
with responsibility for the conduct of one section or department 
of the business. 

The shops are directly supervised by a number of territorial 
general managers, each of whom is responsible for the success of 
a group of shops or branches, and under them, but not entirely 
subordinate to them, are the shop managers, who supervise the 
actual working of their respective shops but whose staffs are 
appointed and dismissed by the head office. 

Goods are supplied to the branches direct from the central 
warehouses so far as practicable at the retail selling price, because 
this method enables direct and efficient control of the stocks to be 
maintained. 

The work of the individual members of the executive, who it 
will be recalled, are all directors and therefore men of authority 
in touch with the general policy of the business, is divided as 
follows: 

rt. Control and supervision of the retail businesses generally, 
including, e.g. the work of the territorial general managers, and 


of the property, sales, and retail prices departments (or com- 
mittees), 
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2. Control and supervision of manufacture, including such 
technical departments as laboratories, factories, printing, and 
shopfitting. 

3. Control and supervision of finance, both capital and revenue, 
including questions of policy and the conduct of the detailed work 
of everyday accounting and book-keeping. 

4. Control and supervision of stocks in warehouses and shops. 

The Co-operative Society. A co-operative society (or even 
a number of societies) is to be found in a large number of towns 
and villages, with its head-quarters in a town. Often, the local 
society has a number of branches serving outlying districts and 
many are organized in several departments; e.g. grocery, confec- 
tionery, drapery, and so on. The society therefore resembles in 
many respects the multiple shop and department store organiza- 
tions carried on by a limited company. Where it differs from the 
latter is in its legal constitution briefly described in Chapter IV 
and, as a consequence of that constitution, in its control and the 
character of its appeal. The limited company depends for its suc- 
cess on its efficiency; the co-operative society must also be effi- 
ciently managed, but other considerations are present: the socie- 
ties are local with a broadly-based membership interested in the 
success of the society, not only financially but also because the 
type of organization is one which appeals to the imagination of 
political and industrial reformers. 

The actual management is not essentially different from that 
of any other business, although it is sometimes suggested that 
there are difficulties in the way of combining democratic control 
through a committee (or directors not necessarily experts) with 
effective and responsive management. 

Central Warehouse (or Shop). There are businesses which 
carry on an extensive trade through the post. Such businesses 
may be organized for postal trade; others combine postal trade 
with a normal shop or stores trade; indeed many firms now own 
department stores, multiple shops, and also engage in postal 
business on a large scale, The extensive advertising which is 
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necessary may be carried on by the issue of circulars, and in 
the newspapers, and trade journals. Such businesses rely on their 
large turnovers to enable them to effect great economies in buying 
goods, whether in the ordinary course of trade or as special bar- 
gains; and to keep the heavy absolute expense of large scale 
advertising at a relatively small amount on each unit sold. 


CHAPTER VI 
RETAIL TRADE (continued) 


The Retailer and his Supplies. In this chapter, attention will be 
given to retail buying and selling of a normal, everyday kind, 
because simple transactions are usually most typical, most easily 
understood, and therefore best serve to illustrate general principles. 

The chief function of the retailer is to organize the market 1 
for the consumer, and to act as an intermediary between manu- 
facturer, merchant, &c., and the general public. ~ 

Speaking generally, the retailer buys: 


(i) From the wholesale merchant at his place of business. 

(ii) From the mine-owner or manufacturer. 

(iii) From merchants at the great produce markets,’ ordirectly 
from importing merchants. To take an example: many descrip- 
tions of food produced abroad reach the importer in this country 
from the grower or a wholesale exporter at a convenient shipping 
port in the country of origin, i.e. in the country in which the 
commodities are produced. When the goods arrive here, the 
importer proceeds to sell them through one of the produce ex- 
changes to (a) a wholesale merchant, or (b) a retailer; or, omitting 


t Some notes on the wider meaning of this term will be found in 
Chapter VIII. 


2 The Ministry of Agriculture and Fisherie 
ing reports on Marketing, e.g. Markets and Fairs in England and Wales, 


No. 13 in the series; Reports on Agricultural Economics, and Midland 
Markets, &c., No. I4 in the same series, 


s has published some interest- 
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to make use of the facilities provided by the produce exchange, 
he may get into direct touch with the wholesale merchant or the 
retailer by issuing a trade circular, or by sending a traveller to 
call on his customers. But large numbers of small shopkeepers, 
e.g. in the grocery trade, never deal with the importer, but 
with local wholesale grocery and provision merchants who are 
numerous all over the country. These merchants occupy a rela- 
tively strong economic position: the retailer’s turnover in many 
commodities is often too small to enable him to buy the carriage 
paid quantity from the importer, the local merchant’s traveller 
calls perhaps weekly and keeps the retailer informed of the state 
of the market, the arrival of commodities, and the trend of prices. 
In fact, the wholesale merchant collects the goods from many 
sources and distributes them as required to the group of retailers 
who largely depend upon him for their supplies. 

(iv) From local farmers. 

This short summary is intended only to suggest lines of in- 
quiry, because the immense variety of articles dealt in, the great 
divergences in the size and importance of various branches of 
retail trade and the great differences in these respects among 
businesses engaged in the same kind of trade give rise to very 
great diversity in the conditions of purchase and sale. 

Trade journals provide the retailer with a very valuable source 
of information, and the wholesale merchant or manufacturer with 
a convenient means for advertising his goods. 

Just as the sources from which the retailer obtains his goods 
are varied, so too are the methods in which he orders them. 
In some trades the buyer visits the wholesale warehouse from 
time to time—as in the drapery trades—in order not only to buy 
goods, although he does that, but also to get information con- 
cerning changes in fashion and the movements of prices; and 
generally to keep in touch with developments in his trade. In 
addition, he may receive visits from travellers who show him 
leading lines and take orders for goods of which he finds he has 
insufficient supplies. 

E 
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Conditions of Purchase. Terms of purchase again are very 
varied, but the following alternatives may be indicated: 

(i) Goods may be bought by the retailer for cash; on short 
credit, e.g. fortnightly or monthly credit; on long credit, e.g. 
quarterly, half-yearly, or journey terms—the latter means that 
the retailer pays his account on the occasion of the return visit 
of the traveller. 

Whether the retailer is to pay cash or to receive credit and, if 
the latter, for how long a period, is largely a matter of custom, 
and custom depends to a great extent on the commodity dealt 
in and the conditions under which it is produced and marketed. 

Methods of Invoicing. Goods may be invoiced to the retailer in 
various ways, e.g. at a net trade price; at the price at which the 
goods are sold to the public, but subject to a trade discount; or 
at an intermediate price, i.e. neither a strictly net price nor the 
gross selling price. No general rule can be laid down. Whatever 
method of invoicing goods may be adopted, the fact remains that 
the difference between the price at which the retailer buys and 
that at which he sells constitutes his gross profit. If a gross price 
is charged by the wholesale dealer (or manufacturer), and a dis- 
count is deducted such an allowance is known as trade discount. 

Trade Discount may be defined, therefore, as an allowance made 
to a retailer by the person (merchant, manufacturer, &c.) from 
whom he buys. It isa deduction from the gross or catalogue price 
of the goods, and it constitutes the retailer’s gross profit, or part 
of that profit. The amount of trade discount allowed is again 
largely a matter of custom—it may be a very small percentage, 
or (as in the hardware trade) it may be a very large one. Cata- 
logues are often issued by merchants and manufacturers in which 
gross prices are shown; these gross prices remain in force for a 
considerable time, any adjustment that may be rendered neces- 
Sary in consequence of a rise or fall in the cost of raw materials 
or of manufacture being made by a change in the rate of trade 
discount allowed. 


Cash Discount. When the buyer of goods is allowed to make a 
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deduction from the amount charged in consideration of immediate 
payment, or payment within a specified time, the allowance so 
made is known as cash discount. It is offered by a seller as an 
inducement to his customers to pay with promptitude and regu- 
larity. It is interesting to consider the effect of the allowance of 
cash discount: 


A buys from a wholesale merchant goods to the value of £50, 
less 25 per cent. on the following terms as to payment: 

For cash on receipt of invoice 5 per cent.; monthly account 
2} per cent.; three months account nef. 

This means that the trade price of the goods is £50—(4 of £50) 
==£37 10s. od. 

(i) If A pays at once, he may deduct 5 per cent. from £37 ros. od. 
= {1 17s. 6d. His cheque will, therefore, be made out for 
£37 Ios. od. less {1 17s. 6d.=£35 12s. 6d. 

(ii) If he pays at the end of one month, he may deduct 2} per 
cent. from £37 Ios. od.=18s. gd. His actual payment would 
therefore be £36 11s. 3d. 

(ii) If he takes neither of these alternatives, he need not pay 
until the end of three months, but then he must pay £37 ros. od. 

Let us see first what the three alternatives mean from the 
standpoint of interest. 

(i) He may pay £35 12s. 6d. now; or £37 Ios. od. at the end of 
three months; i.e. a discount of 5 per cent. in this case really 
means that interest on £35 12s. 6d. for three months= {1 17s. 6d. 
and that the rate per cent. per annum 


100X 1gX 4 
pSsee 2 
400 

7 tippy 


= 215 


(ii) He may pay £36 11s. 3d. at the end of one month, or 
£37 Ios. od. at the end of three months. 
BZ 
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This really means that interest on £36 11s. 3d. for two months 
=18s. od. and that the rate per cent. per annum. 


100X 7X 6 


= 5 
= 1573 


Now the point is: why should any business man offer such dis- 
counts as these? The following reasons are suggested: 

(i) Prompt payment eliminates risk of bad debts. A consider- 
able part of the allowance, therefore, must be taken to represent 
insurance against this risk. 

(ii) The business man is not really thinking of interest; he is 
concerned with the use to which he may be able to put liquid 
resources, 1.e. his cash and bank balance. Ready payment by his 
customer enables him in his turn to pay promptly and so secure 
the lowest cash prices; or it may place him in a position to make 
a bargain he would otherwise be obliged to forgo. Liquid re- 
sources, in fact, enable a business man to take advantage of any 
opportunity that may offer itself. 

Let us consider the example given in the light of the problem 
of sales or turnover. 

If the merchant is not paid until the end of three months, it 
is obvious that he is really lending A £37 ros. for three months, 
and that he has therefore to manage without the use of that 
money for that time. If, on the other hand, A pays cash, the 
merchant has £35 12s. 6d. to use which he would otherwise be 
without. He buys other goods with the money and sells them to 
B who, in his turn, pays cash; he then buys another supply of 
goods and sells them to C. By the time the three months are at 
an end, what is his position? He has lost to 4 £I 17s. 6d.—the 
discount allowed—but he has made a gross profit on the sales to B 
and C of perhaps {10 or £15. 
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But consider again: if the merchant secures an advantage by 
being paid promptly, does not the retailer lose a corresponding 
advantage by being deprived of the amount he pays? To this 
question we reply: 

(i) If the retailer does not pay cash, he is in debt for the time 
being, and is to that extent living on credit. Obviously, there is 
a limit beyond which it would be very imprudent for him to 
do this. 

(ii) A reputation for prompt payment is a very valuable asset 
to a business man, it secures for him respect, consideration, and 
terms of purchase for which a tardy and untrustworthy payer 
looks in vain. 

(iii) The retailer who buys too largely on credit is in danger of 
buying unwisely, ordering goods which he afterwards cannot sell, 
or which he can sell only at a loss. 

Whilst it may sometimes, therefore, pay a retailer not to take 
advantage of cash discounts offered him, it is very dangerous for 
him to rely too much on the offers of credit made to him. 

Successive Discounts. Sometimes successive trade discounts are 
allowed; for instance, a manufacturer or merchant may usually 
allow a trade discount of 15 per cent., but to secure a large order 
or to obtain a new customer he may be willing to allow an addi- 
tional 5 per cent., and a further 1} per cent. for cash within 
one month. 

Terms of Purchase: Quantity, Quality, Delivery. But while the 
retailer must take into consideration the financial conditions on 
which he makes his purchases, he must also pay great attention 
to such matters as the nature and quality of the goods he pro- 
poses to buy, the most profitable quantities in which to buy them, 
and the best method of obtaining delivery of the goods. 

It is very desirable that the terms of an order should be ex- 
pressed in writing, not merely for legal reasons, but in order to 
avoid misunderstandings and consequent mistakes, 

The seller’s place of business is the place of delivery, unless 
otherwise provided. Usually, however, it is otherwise provided, 
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and goods are delivered by the seller to the buyer at the latter’s 
place of business. Whether seller or buyer is to pay the cost of 
carriage is a matter for agreement. 

When the seller sends the goods on condition that the buyer 
pays cost of carriage, the goods are said to be sent ‘carriage for- 
ward’; if, however, the seller is to pay this charge, the goods are 
said to be sent ‘carriage paid’. The time and mode of delivery 
should, of course, always be arranged. 

Usually goods have to be packed, and it is necessary, therefore, 
to arrange as to whether packing cases are to be charged for and 
are not to be returned; are to be charged for omly if not returned; 
are not to be charged for. 

Again, the buyer should be familiar with trade customs as to 
weighing and measuring, the methods of calculating the net 
weight of the goods, allowances for loss of weight due to evapora- 
tion, and so on. 

Tare is the term used to denote the weight of the case, bag, or 
other container of the goods. In dealing with the weight of a 
package we have therefore: 

(i) The gross weight, i.e. the total weight of goods and packing ; 
(u) the tare, i.e. the weight of the packing only; (ii) the net 
weight, i.e. the weight of the goods themselves. 

Sometimes, the allowance for tare is the actual weight; in 
others, the allowance is an average, closely approximating, how- 
ever, to the actual tare. 

Draft is an additional allowance made on the weight or bulk of 
certain commodities to compensate the buyer for loss due to 
leakages, loss of weight in transit due to changed atmospheric and 
other conditions, 

All this means in effect that the retailer should know the cus- 
toms and usages of his business, and that he should be careful to 
see that the terms of the contract which he is making are ex- 
plicit. All contracts of sale, as we have seen, are entered into 
subject to the law of contract in general and to that part of the 
law embodied in the Sale of Goods Act in particular, 
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Retailers should also be familiar with the various laws to some 
of which reference was made in Chapter IV, regulating the con- 
ditions under which certain kinds of businesses are carried on. 


CHAPTER RIVE 


RETAIL TRADE (continued) 


The Retailer and his Customers. Commodities may reach the con- 
sumer without the intervention of the retailer as a separate 
trader—i.e. commodities may be, and sometimes are, sold to the 
public by the immediate producer, using that term in a restricted 
sense. Before proceeding therefore to consider what may be 
called normal retail trade, let us see what the more exceptional 
conditions are and what are the reasons for their existence and 
persistence in the modern commercial world. 

Direct Selling. Goods may be sold direct to the consumer, e.g. 
(i) by the farmer; and (ii) by the manufacturer—i.e. both whole- 
sale dealer and retailer as separate traders may be eliminated. 

The retailer in the instances we are about to consider is not 
strictly a buyer, but it is nevertheless necessary to keep the dif- 
ference in function quite clear in our minds. If a manufacturer 
does his own retail selling, his retail shops really bwy their sup- 
plies from the manufacturing departments, and his accounting 
will take note of the essential distinction between the two sides 
of his business operations. 

(i) The Extractive Industries and Direct Retail Trade. The far- 
mer often sells his own milk, butter, and eggs locally, delivery 
being made (i) at the farmhouse; (ii) at the consumer's house; 
or (iii) at the local market on the regular market days. 

Articles sold in this way are usually rapidly perishable—other 
products of agriculture (corn, hay, wool, cattle, &c.) which have 
to undergo one or more stages of preparation or manufacture, are 
sold to merchants or dealers, and afterwards reach the public in 
another form through the hands of the retailer. 
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Where the local demand is sufficiently large it is easy to under- 
stand why the farmer does his own retail business. So long as he 
has no trouble in selling his more perishable produce, the inter- 
vention of the retailer is unnecessary, he is able to sell to the 
public at a price higher than he could obtain from the retailer, 
and probably to make sufficient gross profit to cover with a satis- 
factory margin his costs of delivery and other expenses. 

But the same kinds of goods which the farmer is able to sell 
locally to consumers he may, and often does, sell to local retailers. 
In the absence of agricultural co-operative distributive societies, 
this method is probably the most economical and satisfactory 
way open to the individual farmer of selling perishable produce 
which he cannot dispose of directly. He may dispense with the 
retailer on market days, but on the other days of the week the 
retail shop offers advantages to the farmer who needs a regular 
market, and to the consumer, who wants regular supplies—1.e, 
the retailer organizes the market for both, adj usting the available 
supply to the effective demand. 

Apart, however, from the sale of the produce of farms and 
gardens, or, in fishing towns of fish, the amount of direct trade in 
which the producer in the extractive industries acts as his own 
retailer must, from the necessities of the case, be very small. 
The day has long gone by when the family, or the village, was 
a self-supporting unit—when the wool produced on the land was . 
grown, spun, woven, and worn within a radius of a few miles. 

(ii) The Manufacturing Industries and Direct Retail Trade. Here 
we have to look at our subject from two distinct points of view. 
There is (i) direct trading as between maker and consumer of a 
very old-established kind—where the retailer is also the maker (or 
manufacturer) ; and (ii) direct trading as between manufacturer 
and consumer of the modern type—where the manufacturer is 
also the retailer. The apparent similarity between the two types 
covers a very wide historical divergence. 

It is not difficult to find examples of the first type: they occur 
in trades in which individual skill is important, and the relation- 
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ship between trader and customer is direct and personal. The 
nature of the goods needed by the customer largely determines 
the character of the trades in which this species of direct retail 
trading is possible. 

It will usually be found that the tradesman not only deals 
directly with his customer, but to a varying degree he makes the 
articles he sells, and the price he charges includes payment for 
services rendered in changing the form of the commodity as it 
reaches him to one in which its utility to the consumer is in- 
creased; e.g. a tailor buys cloth but sells clothes; a chemist buys 
drugs but sells medicines; a cabinet maker buys timber but sells 
furniture; a baker buys flour but sells bread. 

Such retail businesses may require the exercise in a high deme 
of skilled craftsmanship, or they may call for some amount of 
scientific knowledge or artistic ability. William Morris was called 
‘a poetic upholsterer. He liked the phrase and thought it just.’ ! 

Some Modern Developments. There is a tendency for this type 
of direct trading to disappear, especially in industries where indi- 
vidual skill is capable of being replaced by machinery. For in- 
stance, a great deal of joinery work which was at one time one of 
the features of quite small carpentry businesses has now ceased 
to be done by hand, the articles being imported in a more or less 
finished condition by the timber merchant and sold by him to the 
local carpenter. So, too, the local bootmaker has to a very large 
extent disappeared, as the public to an ever-increasing degree 
shows its preference for the cheaper machine-made boots and 
shoes. But where there is a definite need for strictly individual 
skill retail trading of this type survives and will continue to do 
so, although the nature of the trading unit may be greatly changed. 
Certain standardized medicines may be made by machinery, but 
they cannot take the place of individually prescribed medicines 
which must be separately dispensed; some people would not 
dream of wearing a ready-made suit—they will continue to go to 
a tailor who knows their physical peculiarities and idiosyncrasies 

t A. Clutton Brock, Life of William Morris. 
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and who makes a point, perhaps, of making only one suit from 
cloth of the same pattern. Moreover, certain retail trades exist 
for the purpose of supplying individual needs, for instance, the 
surgical appliance maker has to adapt his articles to the needs 
of the customers whose individual defects he seeks to minimize. 

The subject of direct trading as between manufacturer and the 
public has already been referred to, but one or two additional 
points call for special mention. 

There is direct trading of the modern type when the manufac- 
turer places his goods directly before the general public. Here, 
the chief question to be considered is whether the risk of the hos- 
tility of the retail trader is one which it is wise to face. Clearly a 
great deal depends on the nature of the goods themselves and on 
the kind of monopoly they enjoy. 

Direct trading may arise in one of two well-defined ways—(1) 
the manufacturer may embark upon the experiment in order to 
find a market; or (ii) the retailer may engage in manufacture in 
order to obtain supplies. Compare, e.g. the position of a cycle- 
manufacturing company which opens branches for the sale of its 
bicycles with that of a retail grocery business, which, from small 
beginnings gradually develops until it manufactures its own mar- 
garine, grows its own tea and coffee, cures its own bacon, and so on. 

General Considerations—Terms of Payment, &c. 

(i) Retail trade is as a rule conducted on less rigid and in more 
varied ways than obtain in the wholesale markets, where con- 
ditions of sale, delivery,and terms of payment may, and often do, 
attain a degree ofuniformity difficult and indeed unnecessary in re- 
tailtrade, where therequirements of theindividual must be studied. 

(ii) Both the wholesale merchant and the retailer are often 
experts in their business, but the conswmer is not necessarily o1 
generally an expert, and he has thetefore to a considerable extent 
to rely on the good faith, the judgment, and skill of the shopkeeper. 

(ii) Retail trade is specializing increasingly on the side of 
distribution, the industries in which the maker of the goods is 
also the seller to the public are becoming fewer. 
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Payment in Retail Trade. 

The retailer may sell to his customers 

(i) On a cash basis. 

(ii) On a modified cash basis—e.g. weekly or monthly books. 

(ii) On the prepayment system. (This also is really a cash 
system, the object of the prepayment being simply to avoid 
losses as a result of giving credit to persons unknown to the 
business—e.g. in postal transactions.) 

(iv) Credit. 

It is scarcely necessary to comment at length on (ii) and (iii), 
but two or three considerations affecting (i) and (iv) may be noted. 

Records. Many different methods are adopted of recording 
cash sales, e.g. 

(a) The amount of each sale may be taken and placed in a 
cash drawer. This method is a rather lax one, and it can be 
used with advantage only in very small businesses in which the 
owner or some one he can trust absolutely is constantly in charge. 

(5) The amount received may be recorded on a paper roll in a 
till at the time the cash is placed in the drawer. This method is 
slow, cumbrous, and is a possible source of error. It is suitable 
only for small businesses, and, as might be expected, is being 
rapidly superseded. 

(c) The cash may be placed in a cash register, the amount being 
recorded at the same time and added automatically by the 
machine to the amounts already received; in this way the register 
provides a complete record of the day’s cash transactions. 

(d) Duplicate (or triplicate) cash vouchers may be used, by 
means of which the cash paid into the office is checked by a 
comparison with the total sales made over the counter by the 
salesmen. 

Tendency to adopt Cash Basis. There is an increasingly powerful 
movement in retail trade in the direction of cash business. This 
is immediately traceable to the action of the large multiple shop 
and departmental store companies. They are carried on in their 
respective districts by managers who often have little or no local 
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standing or knowledge of the people amongst whom, for the time 
being, they are placed. They cannot for obvious reasons feel the 
same security of tenure or have quite the same sense of the 
identity of their interests with those of their town or district as a 
man has who owns his business. As a consequence they dare not 
risk giving credit in the old way, even if they were less rigidly 
bound by definite instructions from their head offices. 

There is also another consideration: in these days of travel 
whole masses of people are much less firmly attached to their 
immediate neighbourhood than were their predecessors of only 
thirty years ago—of this tendency the rapidly changing character 
of some of the suburbs of our large towns affords striking evidence. 
Even, therefore, if retail businesses were still organized in the 
same way as they were years ago, there would be more risk in 
allowing credit than there used to be. 

In businesses which allow credit, its extent varies enormously. 
In some comparatively long credit, in others only short credit is 
given. When credit is, however, allowed as a matter of course, 
e.g. in the more sedate and high-class tailoring businesses, cus- 
tomers may be tempted to pay fairly promptly by the offer of a 
liberal discount, say 5 per cent. for cash in one month, or 24 per 
cent. on a three months’ account. It must be obvious that if 
discount is allowed the price charged for the clothes supplied in- 
cludes an extra amount which customers who do not avail them- 
selves of the prompt payment terms must pay; and possibly an 
extra charge which all customers must bear to cover the losses 
from bad debts which in such a trade must be expected and 
allowed for. 

Hire Purchase and the Instalment System. A good deal of busi- 
ness, indeed, an increasing amount, is done on the Hire-Purchase 
System, or its near relative, the Instalment System proper. Under 
the former, the article is regarded as being on hire until the last 
payment is made, i.e. it remains during the period covered by the 
instalments the property of the vendor who is, therefore, entitled 
to resume possession if the agreement is not fulfilled by the in- 
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tending buyer. Under the Instalment System proper, however, 
the sale is made at the outset, the amount of credit allowed being 
diminished by each payment. The adoption of one or other of 
these two methods in an increasing degree is a very important 
economic fact in the modern world. 

Advantages of Cash System. The cash system probably secures 
to the buyer the most favourable terms possible if he is a regular 
customer; and, anyhow, he is able to keep a close watch on his 
expenditure and is saved from the pitfalls of extravagance into 
which he might fall if payment were postponed to a more or less 
indefinite future. 

The advantages to the seller are clearly great: he runs no risk 
of bad debts, the depletion of his stock results in the simultaneous 
increase of his cash or bank balance; and he has accordingly 
ready money available for the payment of his merchants and is 
placed in a position to obtain the most favourable discounts; 
there is much less risk of finding himself unexpectedly in an in- 
secure financial position; the possibilities of errors and resultant 
disputes are reduced to a minimum; an immense amount of book- 
keeping and correspondence is saved. 

Selling. It is necessary to distinguish between the somewhat 
casual and almost purely personal relationship between the typical 
shopkeeper and his customer, and the more businesslike and 
methodical ways in which business people make their purchases. 

An order may be, and often is, given orally. Retail business is 
largely made up of a collection of multitudinous small items and 
only in particular trades is it usual for relatively large orders to 
be given as, e.g. in the furnishing trade. Very commonly such 
orders are given orally, and it is surprising what a tremendous 
mass of business is transacted in this way without dispute, or 
even friction of any kind. 

Business houses of standing, however, almost invariably make 
use of printed forms when ordering goods, and even when an 
order has been given orally it is usual to confirm it in writing 
subsequently. It is not difficult to appreciate the reasons for 
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this difference between the methods of private individuals and 
those of business firms, for: 

(i) Where the transaction is for cash, it must first be authorized, 
and this authority the written order provides. 

(ii) Where the transaction is not immediately a cash one, a 
record of the terms of the order is advisable so that disputes may 
be obviated, and for purposes of checking. 

(iii) It is essential, having regard to the law of principal and 
agent, that orders shall not be given without express authority 
and the best evidence of such authority is a written order. 

Delivery. Trade is very dependent on the facilities provided 
for carriage. The extent to which division of labour can take 
place is largely determined by the size of the market; so, too, the 
area of the market is influenced not only by the methods by which 
buyer and seller can communicate with each other, but also by 
the facilities which exist for the transport of the commodities 
dealt in. Indeed, the facilities offered by the retailer for delivery 
of his goods will in a great degree determine the volume of his 
business. The following familiar methods of delivering goods may 
bedistinguished. Goodsmay be delivered (i) over thecounter to the 
buyer or his agent; (ii) by special messenger (of the seller) ; (iti) by 
delivery van, cart, or wagon ; (iv) by post ; (v) by carrier (road or rail). 

(i) Delivery over Counter. If the goods are delivered imme- 
diately over the counter to the buyer or his agent, the goods pass 
out of the possession of the seller (or vendor) into that of the 
buyer, and the transaction is so far complete. A great deal of 
retail trade is transacted over the counters of shops for cash, the 
buyer taking immediate delivery and relieving the seller of all 
further responsibility. 

(i) Delivery by Special Messenger. The special messenger is 
here taken to be the agent of the seller, and the goods are sold 
subject to delivery at the place of business or residence of the 
buyer. They do not, therefore, pass into the latter’s possession, 
until delivery has been effected. 

(iil) Delivery by Van. The statements in the preceding para- 
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graph hold good also where the delivery van is the property of 
the seller. 

The arrangements as to delivery made explicitly, or implied 
from conduct or custom, are of the utmost importance, as, if a 
dispute arises, the decision as to whether the seller or buyer is 
liable may be determined by the implicit or explicit agreement 
understood or made. 

It is to be noted that when the seller undertakes delivery, he 
usually does so at his own cost. It must not be assumed, however, 
that this cost is an actual loss to the shopkeeper, nor on the other 
hand that it is necessarily added to the selling price of the 
goods, because 

(a) The possession of facilities for delivery tends to increase the 
turnover of a business. 

(0) An increase in turnover—other things being equal—tends 
to decrease the amount of fixed charges per unit of the turnover. 
In other words, the establishment charges per unit of turnover 
of a business which gives all sorts of facilities to its customers in 
the shape of free delivery are not necessarily more, and may be 
easily less, than those of a business which adopts a more cautious 
and conservative policy. 

Motor vans. The introduction of business motor vans has 
greatly extended the limits of free delivery because of their 
greater rapidity of movement and consequent range of delivery, 
their greater carrying capacity, and their advertising potentialities. 

Delivery sheets, Gc. It is usual for business firms to keep a 
Parcels Delivery Book, or to use Parcels Delivery Sheets or De- 
livery Notes. The rulings may be varied in any way desired; but 
the following is given as an example: 


PARCELS BOOK 


Date. | Name. Address. Particulars. | Signature. 
1928 
March 31 | John Brown | 16 High Street | 3 boxes C. Smith 
& Co. Stationery | 
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The object of such a book is to get the signature of the buyer, 
or his agent, acknowledging the receipt of the goods specified. It 
is necessary to be careful as to the nature of the acknowledgment 
given, and it is very usual to append to the signature the word 
‘unexamined’. If any mistake or defect is subsequently dis- 
covered, it should be immediately notified to the seller, in order 
that no unnecessary element of uncertainty as to the person 
responsible for the fault may arise. 

(iv) Delivery by Post. Delivery by post is a particularly ready 
and relatively cheap method of delivery for parcels of moderate 
size: 

(a) It is available for the whole country as postal deliveries 
are made everywhere—in remote villages as well as in country 
towns. 

(b) It is regular, reasonably safe, and rapid. 

(c) The rates charged are flat rates in respect of distance, i.e. 
the charge is the same for 200 miles as for 20 miles; for short 
distances, therefore, the charges may be rather high, but for long 
distances they are very low. 

(2) The Post Office insures parcels which are duly registered. 
When parcels are not registered, particulars relating to them 
should be entered in a Parcel Post Book, and the signature of 
the Post Office clerk obtained. (See below.) 


PARCEL POST BOOK 


Date. Name and Address. Postage. Signature. 
1926 Suh 
Feb. 27 | Johnson Bros., 5 Fore St., 6 
Gloucester 
Thompson & Co., 6 High St., 9 Three P.O. Stamps 
Birmingham 
Fuller, Ltd., Stratford-on- 6 le &; 
Avon 


(v) By Carrier (Road or Rail). 
(a) Local carriers. The local carrier is still a familiar figure of 
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our countryside; he may act as agent for either buyer or seller, 
i.e. he may accept a commission from a buyer to obtain goods for 
him at the market town; or he may accept a commission from the 
seller to deliver his goods. His function is to link up the hamlets 
and villages dotted all over the country with the neighbouring 
market towns. 

(2) Railway carriers, such as Pickford; Carter, Paterson; Sutton; 
and others. These and similar companies act usually, although 
not invariably, on the one hand as collecting companies, and 
on the other hand as delivery companies; they assemble goods 
and then dispatch them in large consignments by railway, 
delivering the goods (if they have an agency at the other end) 
by their own vans. It will be seen, therefore, that they relieve 
the railway companies of a great deal of retail transport trade, 
since they undertake all the necessary sorting and collection 
of charges, and generally they act as intermediaries between 
the consignor, the railway companies, and consignee. In return 
for their services, the railway companies give the carriers what 
may be called wholesale rates for the conveyance of large 
parcels sufficiently low to enable them to make an adequate net 
profit. 

(c) Railway companies. Not only do the railway companies 
carry commodities in the wholesale way just indicated, but they 
also undertake the general carriage of goods for all comers. 

Advertising. How does a retailer obtain his business? It is not 
easy to answer a question necessitating for its adequate treat- 
ment a consideration of so many factors, but a few general 
principles may be mentioned. 

In certain retail trades the amount of advertising done is of 
relatively small importance; e.g. the municipality enjoys a mono- 
poly for its products, as it deals in goods, such as gas and water, 
which will sell readily. Often, however, showrooms are opened 
by Gas and Electric Light Departments in which are shown stoves 
and fittings of various kinds; in some towns both the Gas and 
- Electric Light and Power services are controlled by the public 
F 
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authority, and a little friendly rivalry is engendered which gives 
rise to some amount of advertising. 

On the other hand, to a postal business doing a direct cashretail 
trade over a considerable area and largely using the Post Office 
and the various carriers’ systems as its distributing agents, exten- 
sive and continuous advertising in newspapers and magazines 
and the frequent issue of priced catalogues and circulars is a 
necessity—advertising is, in fact, its life-blood. Itsadvertisements 
must be striking, and they must be judiciously placed so as to 
reach the classes to which it is desired especially to appeal. 

A certain amount of formal advertising may be done by busi- 
nesses which engage in house to house delivery, but the smaller 
dealers rely to a great extent on watching the new arrivals in 
their districts and promptly canvassing them. Circulars may be 
distributed, but beyond this it is not usual for them to go. 

The extent to which advertising is relied upon by the normal 
retailer varies greatly with the business itself and with the locality. 
The following examples of advertising methods may, however, 
be named: 

(i) Advertisement often takes the form of a shop well placed 
for attracting custom. The rent of such a shop will be greater 
than that of shops less advantageously situated, and this extra 
rent must be considered in part an advertisement expenditure. 

(ii) An attractive shop-front and a cleverly-dressed window 
are both of great importance, and such modes of advertisement 
are usually relatively cheap and in certain classes of business are 
undoubtedly exceedingly effective. Consider, for instance, the 
great importance of attention to these points in such businesses 
as that of the draper and the house furnisher. 

(iii) The value of newspaper advertisement varies with the 
nature of the business done. In some trades, a newspaper 
advertisement is very effective, in others it is much less so. 
Drapers advertise their ‘sales’ and grocers their ‘jams’ perhaps, 
but the great bulk of their business does not as a rule come to 
their doors as a consequence of this method of appeal, 
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(iv) A very common and probably very valuable form of ad- 
vertisement is that of the attractively painted and boldly lettered 
delivery van. Here, again, given the necessity for the delivery 
van, the cost of the advertisement so obtained is infinitesimal in 
proportion to its effectiveness. The name of the business and the 
wares in which it deals are ‘kept in the public eye’, in the most 
obvious way. 

(v) Many of the commodities sold by retail shops are exten- 
sively advertised by the manufacturers: this is especially so when 
the goods are protected by trade marks and are extensively bought 
by the public—e.g. soaps, patent medicines, chocolates, sweets, 
and many other articles. It is interesting to note, however, the 
many commodities which are not advertised in this way—many 
small hardware articles in quite common use are usually adver- 
tised very little either by manufacturer or retailer; and the same 
remark is true of cloths the origin and quality of which are well- 
known to the retailer but not to the general public which buys 
them. 

(vi) The advertising uses of stationery, printed labels, wrappers 
and paper bags are well recognized, and here again, as with the 
delivery van, the publicity is very cheaply obtained, given the 
necessity for the use of the labels, wrappers, and bags. 

(vii) The value of the personal element has already been inci- 
dentally mentioned in our discussion on the relative merits of the 
old-fashioned type of retail business and the multiple shop. It 
would be difficult to place too high a value on the personal quali- 
ties of the salesman. Notwithstanding all our modern machinery 
of business and standardization of commodities and of methods, 
personality still counts. 

(viii) Some businesses prosper greatly because they enjoy the 
goodwill of a well-known name, the heritage of sound methods 
and established traditions; others try to make up for lack of his- 
tory by choosing attractive ‘fancy names’. Gissing in Will 
Warburton draws attention to this point. Warburton buys a 
business carried on by a man named Boxon, and tells his assistant 

F 2 
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that he intends to trade as ‘ Jollyman’; his assistant enthusiasti- 
cally applauds the change: 

‘Boxon! Why it is enough to drive customers away. . - - But 
Jollyman! Why, it’ll bring people from Putney, from Battersea, 
from who knows how far. Jollyman’s teas, Jollyman’s sugars— 
can’t you hear ’em saying it already? It’s a fortune in itself, that 
name.’ 


The Requisites of Salesmanship. The qualities of a good sales- 
man summarized below should be regarded as complementary ; 
no attempt is made to gauge their relative importance: 


(i) He should be obliging, tactful, intelligent, and of reasonably 
prepossessing appearance. 

(ii) He should be familiar with the organization of the business 
and should have some technical and commercial knowledge of the 
commodities which it is his duty to sell. 

(iii) He should have an almost intuitive knowledge of what his 
customers will be likely to want, and so place himself in a position 
to anticipate their requirements. 

(iv) He should so arrange his goods that they may be readily 
accessible, and if they are capable of being displayed, they should 
be arranged to the best advantage. 

It should be further observed that, although a salesman in a 
large business may have little to do with buying, in a small 
business the art of selling is most intimately connected with the 
art of buying. 

It is perhaps true that, on occasion, a ‘good’ salesman may be 
able to sell articles his customer does not want, whereas a ‘poor’ 
salesman may fail even to sell the goods his customer really needs. 
It is at least doubtful, however, whether the ability to sell any- 
thing—good, bad, or indifferent—is not from a business stand- 
point a real disadvantage; the subsequent reaction of the dis- 
illusioned buyer is a psychological factor which an able business 
man will not ignore. 

It is unfortunately true that the State has found it necessary 
to protect the consumer from the rapacity of unscrupulous traders 
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—few, it is to be hoped, in comparison with the total number. 
Recently (February 1926) the Food Council issued a Report 
on Short Weight and Measure in the Sale of Foodstuffs, in which 
the present state of the law in this respect is reviewed. The retail 
purchaser is protected to some extent by the provisions of the 
existing Weights and Measures Act, 1878; the Merchandise Marks 
Act, 1887; the Sale of Tea Act, 1922; and the Sale of Food Order, 
1921. Reference has already been made (in Chapter IV) to other 
laws dealing with the regulation of retail trade. 


CHAPTER VIII 


WHOLESALE TRADE 


The Functions of the Wholesale Trader. Wholesale Trade, as its 
name implies, is trade in bulk; it takes place between traders (in- 
cluding here in this term manufacturers, farmers, &c.) and not, 
as retail trade does, between traders and the general public. 

It is the business of the wholesale merchant to organize the 
market by finding (a) a demand for the product of the farm, mine, 
or factory, and (b) a supply of goods for his customers, who may 
be farmers, mine-owners, manufacturers, other wholesale mer- 
chants or retailers. Not only does he organize the market by 
bringing buyers and sellers indirectly into touch with one 
another, but he frequently helps retailers by allowing them credit 
and by providing wagons and other facilities for the transport 
of goods. 

The Market. The term market needs some explanation. The 
reader must not think of a market as merely a localized institu- 
tion for the exchange of goods between buyers and sellers who 
are in physical contact with each other, as in a shop or the typical 
market hall of a town. The term is used in business and by 
economic writers with a much wider significance, because it is 


1 Cmd. 2591, H.M. Stationery Office, 
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recognized that the essential thing about a market is the contact, 
however effected, between buyer and seller, enabling business to 
be transacted. 

The markets in many commodities, especially in those of world- 
wide production and consumption, are often highly organized," 
with definite rules concerning membership, conduct of business, 
conditions of sale, and the settlement of transactions. 

Marshall has defined ‘an organized market’ as one ‘the pro- 
ceedings of which are formally regulated’, and he adds: ‘The 
chief conditions needed for rendering any class of products suit- 
able to be handled in an organized market are (1) that it be not 
quickly perishable, (2) that the quantity of each thing can be 
expressed by number, weight, or measure, (3) that its quality can 
be determined by tests that yield almost identical results when 
applied by different officials, assumed to be experts and honest, 
and (4) that the class is important enough to occupy large bodies 
of buyers and sellers. But a fifth condition is required to make it 
attractive: it is that the class of things dealt in should be generally 
liable to considerable fluctuations in price.’? Typical examples of 
such markets are the wheat, cotton, and wool markets. 

The prices ruling in the organized produce markets are sub- 
ject to constant fluctuations and their movements are carefully 
watched by merchants, manufacturers, and others interested in 
the commodities dealt in. A great deal of information may be 
obtained not only from the special trade journals and other trade 
sources, but also from journals of a more general type, e.g. The 
Economist, The Statist, The Commercial, The Times Engineering 
Supplement, and many others. The ruling prices are frequently 
recorded (or summarized) in statistical tables and the movements 
shown by graphs. Below is such a statistical table from The 
Economist; it explains itself: 


The following is a statement showing the quantities sold and the 


™ The reader who is specially interested may be referred to Organised 
Produce Markets, by Professor J. G. Smith. 
2 Marshall, Industry and Trade. 
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Average Price of British Corn in the past two weeks, and for the 
corresponding week in each of the years from 1923 to 1926: 


Quantities sold. Average Price per Cut. 

Weeks ended | Wheat. Barley. | Oats. Wheat. | Barley. Oats. 
1927 Cwt. | Cwt. | Cwt. Sad. SF OG. aS ae 
Deo ny 278,225 | 470,191 | 92,857 9 10 Li nO} Oy 
. 237,126 | 351,956 | 73,945 9 Io Te ES oe 
Dec. 22, 1923 | 365,682 | 472,247 | 76,386 9 9 ROME 7 Q=2 
27, 1924 | 156,524 | 198,005 | 48,746 | 12 2 TASS 9 6 

26, 1925 448,048 | 257,033 51,079 2a; LO 6 oy 8 

25, 1926 | 209,603 259,705 51,830 ddate gerge Io 9 ch 6) 


Although a great deal of wholesale trade is carried on in highly 
organized markets, especially dealings in raw materials between 
merchants and large buyers who may be either merchants or 
manufacturers, a vast amount of business is done directly through 
what may be called, by contrast, unsupervised and unorganized 
channels, and especially so when the goods are manufactured 
goods, e.g. hardware, manufactured groceries or cloth; and when 
the transactions take place between merchant and retailer. The 
organized markets are very important, but their importance 
and consequent prominence in the public mind must not be 
allowed to hide the fact that much trade is done without 
direct reference to them. Trade is, after all, carried on between 
individuals or individual firms, and organized markets are but 
a part of the machinery used in making contracts to buy and 
sell. 

Specialization. Greater specialization is possible in wholesale 
than in retail trade on account of the comparatively large trans- 
actions involved and the consequent concentration by the mer- 
chant on a limited number of commodities. Indeed, the wholesale 
merchant is of necessity usually an expert in the branch of trade 
in which he is engaged, with a knowledge, not only of the technique 
involved in the buying and selling of the commodities, but of the 
technical details of their production. It is not suggested that 
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retailers do not need and do not possess specialized knowledge, 
but only that such expert knowledge is more obviously necessary 
to the wholesale than to the retail trader. 

The Trading Unit. The trading unit in wholesale, as in retail, 
trade may take any of the forms described in Chapter III. But 
it should be observed that, notwithstanding the size of the trans- 
actions in wholesale trade, a large capital is not always essential 
because financial responsibility and risk are very much reduced 
(i) if the merchant is really a broker buying and selling as an 
agent, or (ii) if the merchant, although acting as a principal, does 
not enter into a contract to buy until after he has sold, or (iit) if 
the customs of the trade, or the rules of the Exchange, prescribe 
regular and prompt settlements. In one of the examples which 
follow (a transaction in coal) it will be noticed that the contract 
entered into by the merchant to sell precedes the contract to buy, 
and that the risk of the merchant is much reduced by the arrange- 
ments made for delivery and the settlement of accounts. 

Organization of a Wholesale Business. From what has already 
been said, it will have become obvious that no general type of 
organization applicable to all kinds of businesses is possible, e.g. 
the organization of a business dealing in cloth will be very dif- 
ferent from that of a business dealing in hardware, or of one 
dealing in wheat. 

For this reason, the outlines given on p. 73 are not intended 
to represent a scheme of organization applicable necessarily to a 
business in any particular branch of wholesale trade; at most, 
they may be regarded as skeletons, the details of which are 
capable of being filled in or varied indefinitely both by addition 
and subtraction. 

It is of the utmost importance to the efficiency and success of 
a wholesale business—as we saw in connexion with the organiza- 
tion of a retail business—that adequate provision should be made 
for the discharge of its various functions; the duties of each de- 
partment and each member of the staff should be clearly defined, 
there should be no overlapping and no gaps. What the precise 
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departments of a business shall be and how they may best be 
organized and staffed is a matter for the individual business. 


Internal Organization of a Wholesale Business from the standpoint 


of Control 
Sole Trader Partnership Limited Com- Co-operative Town 
| pany with Society Council, 
Shareholders SEC. 
Directors Committee of Committee 
Management | 
General Manager’s 
Department 
Administrative Executive 
Departments Departments 
: (see below) 
Secretary Accountant 


bets, EAj s 
| | | | | | | 


Clerks Typists Cashier Wages Cost Invoice Ledger Typists 
Clerks Clerks Clerks Clerks 


Executive Departments 


| ; 
| | 


Stock Keeper Manager of Manager of 
Buying Sales Department 
: Department | 
| | ewer 

Requisition Forwarding Warehouse- Buyers Clerks, 
Clerks Clerks men Typists, &c. 
Advertisement Travellers Order Clerks, 
Manager &e. 


Stocks. The retailer has to keep a stock of all the goods usually 
demanded by his customers; the wholesaler, on the other hand, 
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may, or may not, keep a stock, according to the nature of the 
commodities in which he deals. For example, a hardware mer- 
chant or a wholesale grocer will keep an adequate stock of all the 
articles in continuous demand ; a wholesale coal dealer may stock 
some coal, but a great many of his sales may be effected direct from 
the collieries ; and again, an iron and steel merchant may keep no 
stock whatever, buying and selling iron and steel ‘by description ’. 
No general statement, therefore, applicable to all goods and all 
businesses can be made as the differences in practice, not only 
among various trades, but even within the same trade are so great. 

Nature of the Goods dealt in The Wholesale Merchant may 
deal in (i) raw materials; (ii) partially manufactured goods; (iii) 
fully manufactured goods; and he may buy from (i) a mining 
company, farmer, or some other representative of the extractive 
industries; (ii) a manufacturer; (iii) an importing merchant or 
broker, or direct from the foreign grower, manufacturer, or ex- 
porter; or (iv) other merchants. And he may sell (i) to an agri- 
culturalist, mining company, &c. (representing extractive indus- 
tries) ; (ii) to the manufacturer, builder, &c. (representing manu- 
facturing and constructive industries) ; (iii) to a railway company 
or other carrier ; (iv) to an importer, &c.—(a) ina British Overseas 
Dominion ; (4) in a foreign country; (c) to an exporter (in the 
United Kingdom) ; (vi) to any other merchant: (vil) to a retailer. 
[(ui) to (vii) represent commerce or transport. | 

Rural Corn Merchant. It is impossible to give examples of each 
type of business, but it may be helpful if one or two concrete 
illustrations are given. Consider, for instance, the business of a 
corn merchant in a rural neighbourhood. 

(i) He buys foreign feeding stuffs—cotton-seed cake, linseed 
cake, maize, bran, middlings, &c., from the importing merchant. 

(ii) He sells these goods to (a) local farmers ; (b) small retail 
dealers ; (c) poultry keepers, &c. 

(ii) He buys the crops of the local farmers—wheat, oats, bar- 
ley, straw, hay, &c. 


(iv) He sells (a) wheat to larger merchants or to millers; (0) 
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oats to town merchants, &c.; (c) barley to merchants, maltsters, 
and millers; (¢) hay and straw to town merchants, &c. 

(v) He imports natural chemical manures, e.g. guano and ni- 
trates, and buys artificial manures from manufacturers; and 

(vi) He sells the manures to (a) farmers; (>) market gardeners ; 
and (c) to retail dealers. 

We may conveniently summarize this section as follows: 


(1) To Farmer, Mining Company, «c., i.e. any representative of the 
Extractive Industries. 


3 | (2) To Home Manufacturer —________- (ive. any representative 
a of the Manufacturing 
s | (3) To Overseas ihe ates and Constructive In- 
5 Manufacturer ) Foreign dustries. 
A ; 
S 
| (4) To Railway Company or other ids i.e. any representative 
5 Transport Company oi of the Transport In- 
= dustry. 
= 
3 
“ ‘ (a) Exporter 
= | (5) To Home (o m een 
= Mercnaes Home Trade 
© ai .e, any representative 
rm i 
| (6) To Overseas Merchant4 (7) ee \. | ob CommmeRCe: 

(7) To Retailer — - — 


Gino dies ne 1K 
WHOLESALE TRADE (continued) 


We saw in the last chapter that wholesale merchants may deal 
in (i) raw materials; (ii) partially manufactured goods; or (111) 
fully manufactured goods. It is not suggested that the line of 
demarcation between these three classes is one which can be 
finely drawn, but the differences between them are nevertheless 
sufficiently well marked to make the classification of consider- 
able use. 

(i) Raw Materials. Under the heading Kaw Materials are 
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comprised the products of the extractive industries before they 
have undergone any modification beyond that of the most elemen- 
tary kind—e.g. coal, iron ore, timber, wheat, raw cotton, wool. 

(ii) Partially Manufactured Goods. Under the heading Partially 
Manufactured Goods are comprised commodities which have under- 
gone a manufacturing or constructive change, but which are not 
ready or are not intended for general use, i.e. they are still Pro- 
duction (not Consumption) goods—e.g. coke, pig iron, flour, 
cotton yarn. : 

(iii) Fully Manufactured Goods. Under the heading F ully Manu- 
factured Goods are comprised all goods which are ready for use, i.e. 
commodities which are not intended to undergo any further pro- 
ductive modification—e.g.an engine, a typewriter, a suit of clothes, 
a pair of boots, a chair or table, chocolate, or a loaf of bread. 

Some examples of transactions for illustrative purposes are 
given, but it must not be assumed that similar transactions are 
necessarily carried out in the same way precisely; the examples, 
however, are typical and serve to illustrate general principles 
and practice. 

Sale of a Raw Material. We will take as our first example a 
wholesale transaction in coal, and so that the actual conduct of 
the transaction and the machinery involved may be followed and 
understood, the details are given somewhat fully. Coal is some- 
times sold direct to large consumers by the colliery companies, 
but there seems still to be scope in the coal trade for the whole- 
sale merchant who may be regarded as acting as a more or less 
independent selling office for the collieries for which he acts. The 
relationships between various collieries and their merchants differ 
considerably ; some colliery companies appoint merchants to re- 
present them in certain districts and then strictly confine their 
interest in those districts to the merchants so appointed; such 
merchants are, therefore, Territorial representatives. They may 
act solely as Agents selling on commission, or they may trade as 
Principals, buying outright from the collieries. If the latter, the 
colliery companies are relieved from all anxiety as to the disposal 
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of their outputs, and—given financial stability on the part of the 
merchant—of all accounting complications and bad debts. The 
merchant does not necessarily represent only one colliery: he may 
~ act on behalf of a number of collieries in the same districts, or 
of collieries in different districts; and since coal differs greatly in 
quality, the merchant who derives his supplies from various 
sources may be in a more or less independent position to advise 
his customers as to the best kind of coal for their individual re- 
quirements. It is claimed indeed that the wholesale merchant is 
essentially an expert: that it is his business to know what kind of 
coal will suit the exact requirements of his customers, and what 
collieries produce it. 

The economic position of the merchant has been the subject of 
inquiry of the Royal Commission on the coal question, and some 
interesting and important comments and recommendations ap- 
pear in the report published in March, 1926. 

That Report divides ‘the distributive agencies connected with 
coal into four sections, namely: the retail coal merchants; the 
factors and wholesale merchants; the exporters; and the selling 
agencies connected with particular collieries, or groups of collieries ’ 

Wholesale coal merchants sell 

(i) To retailers. 

(ii) To manufacturers, gas companies (or the gas committees 
of local authorities), railway companies, and other large users. 

Consider the following example ofa wholesale transaction in coal.” 
Buyers: Newtown Gas Light & Coke Co., Ltd., 

Newtown, Northants. 
SELLERS: The Midland Coal Co., Ltd., 
New Street, BIRMINGHAM. 


COLLIERY COMPANY: Sheffield Silkstone Colliery Co., Ltd., 
Tithebarn Colliery, NEAR SHEFFIELD. 


I 


« Report of the Royal Commission on the Coal Industry (1925), vol. i. 
Cmd. 2600. 

2 The names and other details of the transaction are fictitious; but the 
transaction is nevertheless a typical one. 
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Summary of Transaction. (1) An advertisement inviting 
tenders appears in the newspapers and trade journals. 

(2) The advertisement is answered by a firm of merchants who 
write to the Gas Company asking for details (or specification) of 
their requirements. 

(3) A reply is received from the Gas Company enclosing form 
of tender. 

(4) A letter is sent by the merchants to the colhery company 
giving details and asking for a quotation. 

(5) The colliery company replies giving description of coal, 
prices, terms of payment, &c., they are able to offer. 

(6) The merchants acknowledge the receipt of No. 5. 


(The procedure indicated in (4), (5), and (6) will not be followed if the 
merchants already have the required information concerning prices and the 
commitments of the colliery company.) 


(7) The merchants write to the Gas Company enclosing tender. 
(8) Tender. 
(9) The acceptance of the tender by the Gas Company. (Or 


alternatively, non-acceptance of the tender. In that event, pro- 
ceedings go no further.) 

(10) The merchants write to the Gas Company enclosing con- 
tract notes embodying the terms of the transaction. 

(11) and (12) Contract Notes. 

(13) and (14) The order is sent by the merchants to the colliery 
company. 

(15) An Advice Note is sent giving details concerning a con- 
signment of coal sent on account of the contract. 

(16) Monthly statement. 

The following pages give in detail the correspondence which 
might be involved in carrying out the above transaction. As the 
reader will see, the documents follow a natural sequence and indi- 
cate clearly each step in the progress of the negotiations, 
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(1) 
(ADVERTISEMENT.) 
NEWTOWN GASLIGHT AND COKE CO., LTD. 


The Directors invite Tenders for the supply of 13,000 tons of Gas 
Coal required at their works over the year ending 30th June, 1927. 

Tenders endorsed ‘Coal’ and addressed to the Chairman of the 
Directors, Gas Works, Newtown, to be delivered not later than the 
3rd May, 1926. 

The Directors reserve the right to divide the Contract as they 
deem fit. 

Forms of Tender and other particulars may be obtained from the 
undersigned. 

F. J. WILLIAMS, 


Engineer and Manager, 
5th April, 1926. 


(2) 
Telegraphic Address: Midcoal, BrRMINGHAM. 
Telephone No. Central 6852. 
THE MIDLAND CoAt Co., Lrp., 
New Street, BIRMINGHAM. 
April 16th, 1926. 
F. J. Williams, Esq., 
Newtown Gaslight & Coke Co., Ltd., 
Newtown, Northants. 


Dear Sir, 

ve your advertisement in the current issue of the Journal of Gas 
Lighting and Engineering. 

We shall be glad if you will send us by return of post a Form of 
Tender for the supply of Gas Coal for the year 1926~—7, together with 
specification of your requirements. 

Yours faithfully, 
per pro. The Midland Coal Co., Ltd., 


J. H. Evans, Managing Director. 
(Note. It is the usual practice in the Gas Coal trade for contracts to be 


made in May and June for delivery over the twelve months beginning 
ist July.) 
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Telegraphic Address: Gasometer, NEWTOWN. 


Telephone No. 435. Tor NEwTown GAsLicHt & CoKE Co., L1@p., 


Newtown, Northants. 


The Midland Coal Co., Ltd., April 17th, 1926. 
New Street, BIRMINGHAM. 


Dear Sirs, Tender for the supply of Gas 


Coal for the year 1926-7. 

We are in receipt of your letter of the 16th inst. In reply thereto 
we have pleasure in enclosing our Form of Tender together with 
Specification and Conditions of Contract. 

If you offer Screened Coal please state full particulars of Screens, 


Mesh, &c. Yours faithfully, 
per pro. The Newtown Gaslight & Coke Co., Ltd., 
F, J. WILLIAMS, Secretary. 


(Note. It is usual for the Gas Company to supply its own form of tender 
to the firms desiring to tender.) 


Telegraphic Address: Midcoal, BrirMINGHAM. 
Telephone No. Central 6852. 
THE MripLanp Coat Co., Ltp., 
New Street, BIRMINGHAM. 
April 18th, 1926, 
The Sheffield Silkstone Colliery Co., Ltd., 
Tithebarn Colliery, Nr. SHEFFIELD. 
Dear Sir, 

The Newtown Gaslight & Coke Co., Ltd. are advertising for ten- 
ders for the supply of Gas Coal for the coming year, and we propose 
offering your coal as previously. 

Will you please let us know the quantities and prices we may 
tender for the twelve months’ contract ? 

We think our customers would be inclined to consider favourably 
an additional offer of 1,000 tons for summer delivery over the next 
three months, and if it would suit you to supply this quantity, kindly 
let us know your prices for this also. 

We are, 
Yours faithfully, 
per pro. The Midland Coal Co., ibiwel,. 
J. H. Evans, Managing Director. 
(Note. As the demand for coal usually drops fully 50 per cent. in the 
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summer as compared with the winter it is obviously to the advantage of 
the colliery to secure as many orders for summer delivery as possible; on 
the other hand, the Gas Companies experience a fall in the demand for gas, 
and consequently have to stock the coal, thereby incurring labour charges. 
The price for summer delivery is, therefore, always substantially lower than 
the price for a yearly contract.) 


(5) 
Telegraphic Address: Silk, Tithebarn, SHEFFIELD. 
Telephone No. 568. 
THE SHEFFIELD SILKSTONE COLLIERY Co., Lip., 
Tithebarn Colliery, Nr. SHEFFIELD. 
roth April, 1926. 

The Midland Coal Co., Ltd., 
New Street, BIRMINGHAM. 


Dear Sirs, 
The Newtown Gaslight & Coke Co., Lid. 

We have your letter of the 16th inst., and shall be pleased if you 
will offer the same quantities as last year, viz.: 

6,000 tons Unscreened Coal @ 15/— pit. 
3,000 tons Screened Coal @ 16/— pit. 
Delivery 60°% during the six Winter Months. 
40% during the six Summer Months. 
Terms: Net Cash in the month following delivery. 

You can also offer 1,000 tons of Screened Coal @ 15/2 pit for de- 
livery over the three months ending Sept. 30th, but it would suit us 
better if you would persuade your customers to take delivery of the 
twelve months’ contract in equal monthly quantities over the year, 
and you can then reduce the prices 9d. per ton. 

As we are short of wagons, we presume that you would arrange 
to provide your own for the traffic as hitherto, but please include in 
your tender 1/6 for wagon hire for any coal carried in our wagons. 

Yours faithfully, 
per pro. The Sheffield Silkstone Colliery Co., Ltd., 
E. A. Atiport, Managing Director. 

(Note. The merchant will not offer to sell at exactly these figures, but he 
will base his quotation on them adding railway rates, commission, and 
other charges.) 

t The term ‘pit’ signifies into wagons at the colliery, the merchant pay- 
ing railway tolls and providing wagons. 

Another term is used—‘C & W’—meaning that the colliery provides 
wagons, the charge for the use of which (called wagon hire) is included in 
the price, but the merchant pays the railway charges. 


G 
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Telegraphic Address: Midcoal, BIRMINGHAM. 
Telephone No. Central 6852. 
THE MIDLAND Coat Co., Lrp., 
New Street, BrirMINGHAM, 
April 20th, 1926. 
The Sheffield Silkstone Colliery Co:, Ltd., 
Tithebarn Colliery, Nr SHEFFIELD. 


Dear Sirs, 
The Newtown Gaslight & Coke Co., Ltd. 

We have your letter of the roth inst., and will lodge our tender on 
the basis of the prices given. 

We notice particularly what you say with reference to equal 
monthly deliveries and will do our utmost to arrange accordingly, 
but we are doubtful of success as our customers have shown a marked 
preference in the past for the greater winter delivery. 

Yours faithfully, 
per pro. The Midland Coal Co., Ltd., 
J. H. Evans, Managing Director. 


(7) 
Telegraphic Address: Midcoal, BrrMInGHAM. 
Telephone No. 6852. 
THE MIDLAND Coat Co., TLR, . 
New Street, BirMiIncuam. 
May 2nd, 1926. 
F, J. Williams, Esq., 
The Newtown Gaslight & Coke Co., Ltd., 
Newtown, Northants. 


Dear Sir, 

We enclose our tender for the supply of Gas Coal over the twelve 
months ending June 30th, 1927, and hope to receive your order. 

You will see that we have offered you a reduction of 9d. per ton 
if you can take delivery in equal monthly quantities over the twelve 
months instead of the usual 60% Winter and 40% Summer. We 
think it would be worth your while to accept this; you will be aware 
our usual difference is 6d. per ton only, but our principals are wishful 
to lighten their Winter commitments if possible, and have, therefore, 
made this further concession. 

Please observe also that we are offering an allowance of 1/6 per ton 
for all coal carried in your wagons. 
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The quality of the coal is as previously supplied, except that as 
the new screening plant which is now being installed will be in work 
very shortly there will be a marked improvement in the screened coal. 

Yours faithfully, 
per pro. The Midland Coal Co., Ltd., 
J. H. Evans, Managing Director. 


(8) 
To THE NEWTOWN GASLIGHT & COKE Co., LTD., 
NEwtown, NorTHANTS. 
May 2nd, 1926. 

We, the undersigned, hereby tender to supply you with Gas Coal 
of the qualities specified below. Our tender is made subject to your 
usual Terms and Conditions of Contract, as set out in the memoranda 
issued with this form of Tender. 


Quality. Price d/d 
Quantity. | Name of Particulars Rate of Gas 
Tons Colliery Seam * of screen 2 diy 3 Works 
3,000 | Sheffield | Flockton | 3” shaking | 60% Winter ZA 
Silkstone Seam 40% Summer 
Colliery | 
6,000 do. do. Unscreened do. 23 2 
or | 
3,000 do. | do. 2” shaking | equal month-| 23 5 
ly d/y 
| 
6,000 do. do. Unscreened do. 22. 
and | 
1,000 dor") ~ ide 8” shaking | over the3 | 23 4 
| months Sep. | 
30, 1927 


t Seam. Coal is found in well-defined beds lying at varying depths. These 
seams differ considerably in quality; it is necessary to state, therefore, 
from what seam the coal is to be drawn. 

2 Screens. Different collieries use different types of screens with varying 
sized mesh. 

3 In summer the colliery is slack, and in winter busy, and, therefore, 
owners quote a lower price for contracts in which a larger proportion of the 
coal is for delivery in the summer; this accounts for the lower price ten- 
dered in the ‘equal monthly’ quotation. The rate 60 per cent. and 40 per 
cent. is, however, the usual rate of delivery for gas coal contracts. 

4 This price is made up 16s. pit, 6s. 4d. railway rate, 1s. 64. wagon hire, 
4d. merchants’ profit per ton. 

G2 
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1 Terms: Net Cash in the month following delivery. 


2 The coal to be delivered to the Gas Works Sidings, Newtown, 
L.M.S.R., in Sellers’ trucks, but an allowance of 1/6 per ton to be 
made for all coal carried in buyers’ wagons. 

Signed :: 
per pro. The Midland Coal Co., Ltd., 
J. H. Evans, Managing Director. 


Address of firm tendering: New Street, Birmingham. 


(9) 


Telegraphic Address: Gasometer, NEwrown. 
Telephone No. 435. 


THE Newtown Gasricut & CoKE Co., Lrp., 
Newtown, Northants. 
May roth, 1926. 
The Midland Coal Co., Ltd., 
New Street, BrirMINGHAM. 


Dear Sirs, 


On behalf of my Directors I am pleased to advise you that my 
Company has decided to accept your tender for 6,000 tons of un- 
screened Coal for delivery in your wagons in equal monthly quantities 
over the twelve months ending June 30th, 1927, subject to our usual 
Terms and Conditions of Contract as set forth in our memoranda of 
the 17th April accompanying the form of tender. 

Please let me have your formal acknowledgment. 

Yours faithfully, 
per pro. The Newtown Gaslight & Coke Co., Ltd., 
F. J. WILLtaMs, Secretary. 


* The terms of payment in the coal trade are as stated ‘Net cash in the 
month following delivery’ and are rarely departed from. 

2 As the railway companies are not able to supply wagons for the great 
proportion of the coal traffic, and as colliery owners, merchants, and gas 
companies are usually also wagon owners, it is necessary to have a clear 
understanding concerning the wagons for the conveyance of the coal under 
contract, and the charge to be made for wagon hire. 
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Telegraphic Address: Midcoal, BrRMINGHAM. 
Telephone No. Central 6852. 
THE MIDLAND COAL Co., LTD., 
New Street, BIRMINGHAM. 
May 11th, 1926. 
F. J. Williams, Esq., 
The Newtown Gaslight & Coke Co., Ltd., 
NEwtown, Northants. 


Dear Sirs, 

We thank you for your letter of the roth inst., and enclose Contract 
Notes in accordance therewith. 

Please be assured of our best attention to your instructions at all 
times. 

Yours faithfully, 
per pro. The Midland Coal Co., Ltd., 
J. H. Evans, Managing Director. 


(11) 
Telephone: Central 6852. No. 6743 N. 
Telegrams: Midcoal, BrRMINGHAM. 


CONTRACT NOTE 


THE MIDLAND COAL Co., LTD., 
New Street, BIRMINGHAM. 
rith May 1926. 


Soxp this day to The Newtown Gaslight & Coke Co., Ltd., Newtown, 
Northants. 

Quantity: Six thousand tons (6,000). 

Quatity: Sheffield Silkstone Unscreened Coal, from the Flockton 
Seam. 

Price: £1 2s. 5d.—say twenty-two shillings and five pence per ton 
of 2,240 lb. 

DELIVERED: Gas Works Sidings, Newtown, L.M.S.R. in Equal 
Monthly Quantities over the twelve months July 1st, 1926, to 
June 30th, 1927. 

“TerMS OF PayMENT: Net Cash in the month following delivery. 

per pro. The Midland Coal Co., Ltd., 

J. H. Evans, Managing Director. 
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Conditions. 


1. In the case of strikes, combinations of workmen, accidents or 
any other circumstances causing the stoppage or partial stoppage of 
supplies or works, the supplies herein contracted for may be wholly 
or partially suspended during their continuance. Any deliveries so 
suspended shall be made up afterwards when the works resume, and 
the contract period extended accordingly. This condition applies to 
both buyer and seller. 

2. All payments to be made on due date as a condition precedent 
to further supplies. 

3. Price subject to any increase or decrease in Railway Company’s 
charges. 

4. Any dispute under this contract to be settled by arbitration in 
the usual manner. 

(Many of the larger gas works insist on their own contract forms being 
used; these forms have clauses relative to trades union wage rates, quality, 
&c., but the example given is a very useful form of Merchants’ Contract 
Note.) 

(12) 


CONTRACT NOTE 
Telephone: Central 6852. 
Telegrams: Midcoal, BIRMINGHAM. 
THE MIDLAND Coat Company, Lrp., 
New Street, BriRMINGHAM. 
rith May 1926. 
Boueut this day from THE Mrpianp Coat Co., Lrp. 
QUANTITY: Six thousand tons (6,000). 
Quatiry: Sheffield Silkstone Unscreened Coal, from the Flockton 
Seam. 


No. 6732N. 


PRICE: £1 2s. 5d.—say one pound two shillings and fivepence per 
ton of 2,240 Ib. 
DELIVERED: Gas Works Sidings, Newtown, L.M.S.R. 
TERMS OF PAYMENT: Net Cash in the month following delivery. 
DELIVERY: In equal monthly quantities over the twelve months 
July 1st 1926 to June 30th 1927. 
Buyer: The Newtown Gaslight & Coke Co., 
per pro. The Newtown Gaslight & Coke Co., Ltd., 
F, J. WILtiams. 


(Note. The Conditions would be the same as those printed on the previous 
contract note.) 
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(13) 
Telegraphic Address: Midcoal, BIRMINGHAM. 
Telephone No. Central 6852. 
THE MripLanp Coat Co., LTp., 
New Street, BIRMINGHAM. 
tith May 1926. 
The Sheffield Silkstone Colliery Co., Ltd., 
Tithebarn Colliery, Nr. SHEFFIELD. 


Dear Sirs, 

We are pleased to advise you that we have to-day received from 
the Newtown Gas Light & Coke Co., Ltd. an acceptance of our 
Tender for 6,000 tons of Unscreened Coal, and we enclose our formal 
order accordingly. 

You will be glad to see that our customers will take delivery in 
equal monthly quantities over the twelve months as you wished. 

We will arrange for a supply of wagons to reach you the last week 
in June so that you can begin deliveries promptly. 

Yours faithfully, 
per pro. The Midland Coal Co., Ltd., 
J. H. Evans, Managing Director. 


(14) 
Telephone: Central 6852. No. 6743 N. 
Telegrams: Midcoal, BIRMINGHAM. 

THE MIDLAND Coat Co., LTD., 
New Street, BIRMINGHAM. 
tith May 1926. 

To the Sheffield Silkstone Colliery Co., Ltd., 
Tithebarn Colliery, Nr. SHEFFIELD. 


Please Supply 
Price 
Six THOUSAND Tons OF FLOCKTON UNSCREENED COAL 14/3 per 
Ton pit. 
DeELIvery: In equal monthly quantities over the twelve months 
July ist, 1926 to June 30th, 1927. 
For delivery to the Newtown Gas Works Sidings, Newtown, North- 
ants, L.M.S.R. 
Terms: Net cash in the month following delivery. 
The Midland Coal Co., Ltd., 
J. H. Evans, Managing Director. 
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1. In the case of strikes, combination of workmen, accidents, or 
any other circumstances causing the stoppage or partial stoppage of 
supplies or works, the supplies herein contracted for may be wholly 
or partially suspended during their continuance. Any deliveries so 
suspended shall be made up afterwards when the works resume, and 
the contract period extended accordingly. This condition applies to 
both buyer and seller. 

2. Accounts remitted by post last Thursday in each month only. 

3. Any dispute as to the terms of this contract to be settled by 
arbitration in the usual manner. 


(15) 
ADVICE 


THE SHEFFIELD SILKSTONE COLLIERY Co., ILA), 
Tithebarn Colliery, Nr. SHEFFIELD. 
and July 1926. 
The Midland Coal Co., Ltd., BirmMINGHAM. : 
Kindly note we have this day forwarded the undermentioned Coal 
on your behalf. 


Wagon No. | Tons cut. | Quality Destination 


MC 1351 gig au/ Unscreened Gas Coal | Newtown Gas Works, 
TIME SER. 

MC 1353 iz 8 
MC 1365 inp 3 
MC 1366 Io 18 
MC 1358 ity 
MC 1352 TOMELO 
MC 1371 Tee 3K! 
MC 1369 LZ 


» »? ” » 


Route: Via Beighton and Wigston. 
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(16) 
MONTHLY STATEMENT 


THE SHEFFIELD SILKSTONE COLLIERY Co., LTD., 
Tithebarn Colliery, Near SHEFFIELD. 
31st July 1926. 
The Midland Coal Co., Ltd., BIRMINGHAM. 
Dr. to the Sheffield Silkstone Colliery Co., Ltd. 


1926 Tons cwt. 

July 2nd 9gI 10 
5th 23" 5 

8th 89 17 

oth 41 6 

15th 933 

r9th 29 fo) 
22nd 64 I1 


23rd 6r x6 
29th Q2 4 
30th Th 23 


Net Cash, Monthly %. 
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WHOLESALE TRADE (continued) 


Wiru the transaction in coal given in the preceding chapter may 
be compared and contrasted a simple transaction in another raw 
material, this time one produced abroad—timber. The transac- 
tion is one in which the purchasers are wholesale timber mer- 
chants, buying from an importer in business at an English port, 
and selling at once to another firm. As the previous transaction 
has been given so fully, some details have been omitted as 


unnecessary. 


go WHOLESALE- TRADE 
Some of the Documents used. 


I. Sale Note. 

. Order. 

. Advice. 

. Invoice. 

. Letter to Railway Company concerning delivery, the goods 
having been re-sold. 


OB © N 


Example of a Transaction in Timber. 
SALE NOTE 
Subject to being unsold when order reaches the Port, and, if to 


arrive, subject to goods being shipped this season and safe arrival 
of vessel. 


HULL, 20th December 1925. 
Sold to Messrs. Jones & Smith, Ltd., 
HUDDERSFIELD. 
The Abt 
4 standards 29 Archangel III Redwood at ex quay and labour 

£16/10/- per std. 
Per Rail to: Huddersfield, L.M.S. 
Carriage: Forward. 
For THE TIMBER Import Co., Lrp, 


T. STEWART. 


ORDER No. rog1. 
From JoNEs & SmitH, Limirep, 
English & Foreign Timber Merchants, 
Deal Road, HuppERSFIELD. 


20th December 1925. 
To THE TIMBER Import Co., Lrp., Hutt. 


Please supply 

4 Stds 2 9 Archangel III Redwood at £16/10/— and labour—Hull. 
Per Rail to Huddersfield Station, L.M.S. Railway. 

Carriage Forward. 

TEeRms: Net. 


per pro. JONES & Smiru, Limirep, 
F. Smiru, Clerk. 


Note. The Sale Note is made out by the importers’ traveller or yard 
salesman and handed to the buyer (in this example, inland timber mer- 
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chants), who will confirm it by sending the importer an official order for 
the goods, 

This class of goods may also be bought ‘to arrive’ and then the merchant 
will send forwarding instructions on the arrival of the goods at port. 
Sometimes the goods will be consigned to the customer at his sidings or 
nearest station. 

“And labour’ means that the merchant pays the labour charges ex quay 
and ex yard to truck. These charges are standardized according to the size 
of the timber at an agreed rate fixed by the Timber Trade Associations. In 
this example the rate is 12s. 6d. per standard. 


ADVICE 


THE TIMBER Import Co., Lrp., HULL. 
rith January 1926. 


Your Order No. Our Order No. 
I0Ol. To be quoted in correspondence. 
I51f. 
To: Messrs. Jones & Smith, Ltd., Truck No. 
HUDDERSFIELD. G.N. 15627 
9. H.C... 56234 
Rail to: Huddersfield, L.M.S. L.M.S. 1432 
Terms: Net. Carriage: Forward. 
Eee tic 
4 12’ 
en hoe 
sxe iy 
2h Es 
2 eEOn 
go. 27" 
2 iigaks 
TO TO! 2”x 9” Archl. 3rds Red. 
24 206 
Ze 2h 
13022 
4 23° 
4 24° 
225s 
26: 
ees 
1 207 
1 ey 
281 pces. 


All goods are sent at Customers’ Risk. Any claim for shortage must 
be made immediately on the Railway Company by the Consignee. 


Q2 
INVOICE 
THE TIMBER Import Co., Lrp., HuLL. 
tith January 1926. 
Our Order No. 


Your Order No. To be quoted in correspondence. 
Iogl. 1511. 
To: Messrs. Jones & Smith, Ltd., Truck No. 
Huddersfield G.N. 15627 
SiE.CAaR. 56234: 
Rail to: Huddersfield, L.M.S. LIVES.) 432 
Terms: Net. Carriage: Fwd. 
Tete 
ay sip? 
Seige 
OM NEIAY 
ZT LG 
Pagp ANG 
20, ty 
Te Aush 
RG) ey 2x9 Archl. 3rds Red. 
AOU 
PGR, Tas 
gy ae 
4 23° 
4Il 24’ 4:018 @ £16 tos. per std. £66 6 o 
I 26 
528s 
ie Bey Labour @ 12/6. : PHO) 
Tae 
281 
LOS: Lor 3 
E.& O.E. a 
(Ifsold by Merchant to his customer ‘ Delivered Huddersfield Station.’) 
Telegrams: Props, Huddersfield. Telephone Nos. 8123 & 8124. 
From Jones & Smit, Lrp., 


Timber Merchants, HUDDERSFIELD. 
To Goods Agent, L.M.S., Huddersfield. 
13th January 1926. 
Dear Sir, 
We have coming to our order from Hull 
281 Boards 
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Wagon Nos. G.N. 15627, S.E.C.R. 56234, L.M.S. 1432, which 
please advise and deliver to Robinson & Co., Ltd., Engineers, Hud- 
dersfield, charging carriage to our account. 

Yours faithfully, 
p.p. Jones & SmituH, Ltd. 
eal: 


(Note. Consignment Notes, &¢c., have been omitted.) 


The following diagram and notes give a brief outline of the 
organization of part of the trade. 


Forest Owners 


Shippers and Sawmillers in Foreign Country 
English and Foreign Importer 
Selling Agents 


Importer 
{ 


Wholesale Merchant Consumer 


Consumer, e.g. 
Manufacturers 
Collieries 
Builders 
Joiners 
General Organization 
The diagram gives the main groups engaged in the distribution 
of timber from the producing area to the consumer. Subsidiary 
to these there may be: 
Forest Owners 
Forest labourers, &c. 
Foreign Shippers and Sawmillers 
Foreign dock-workers. 
Ship-owners, Seamen. 
Ship-brokers, Insurance companies. 
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English and Foreign Selling Agents of Shippers 
English Importers, Sawmills, and Insurance Companies 

English labour contractors and dock-workers. 

English railways, canals, and road transport. 
English Merchants 

Their transport and sawmill workers. 

Consumers 

Their transport and workers. 

It must not be taken for granted that all imported timber is 
marketed through the channels indicated. The shippers frequently 
enter into contracts with the importers direct, who in their turn 
do a large volume of business direct with builders and other large 
consumers. 

The trade is organized in representative bodies. Shippers have 
their own Associations as, e.g. ‘The Finnish Exporters’ Associa- 
tion’ and ‘The Swedish Exporters’ Association’. 

The various sections of the trade in the United Kingdom are 
federated in the Timber Trades’ Federation, which has its ‘Soft- 
wood Importers’ Section’, ‘Hardwood Importers’ Section’, and 
the various Merchants’ Sections. 

It is the established custom for the representatives of the sections 
to meet and discuss trade matters and to agree upon standard forms 
of contract for their members. These contract forms are in 
regular use and are from time to time the subject of negotiation 
and alteration to meet changing circumstances. Nearly all timber 
imports are contracted for on these standard forms. Disputes 
which arise from time to time are usually referred to arbitration. 

The arbitration system is so well conceived and is so eminently 
fair that the claims and disputes which in a year may amount to 
hundreds of thousands of pounds are nearly all settled by the 
established system of trade arbitration, both parties whether 
British or Foreign, accepting the awards made. 

The Agent or Broker. The agent is firmly established in the 
timber trade, the majority of Baltic shippers exporting to this 
country through their recognized agents. The shipper must get 
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his money quickly and in bulk; he cannot wait until his produce 
is sold at the highest price it can possibly realize, nor has he the 
necessary organization to advise him with whom to trade. He 
therefore employs a broker who sells his produce to the importer 
or merchant ; indeed sales effected through other channels are said 
to have been found to be unsatisfactory both from the point of 
view of the shipper and the buyer. Absence of an agent’s advice 
and the unsatisfactory settlement of claims are but two of the 
disadvantages of purchases through other than the recognized 
channels. 

The remuneration of the broker is on the basis of a percentage 
for commission and del credere. When the consignment is a large 
one and is easily disposed of a small rate of commission is suffi- 
cient, but when the timber requires to be introduced to the notice 
of buyers and new markets found, the rate of commission is 
correspondingly higher. 

Auctions. Auction sales of timber are common in the producing 
countries and in this country. The large brokers hold frequent 
auction sales in London, Hull, Liverpool, and other ports. 

The auction affords a convenient method for turning old stocks 
into cash, disposing of goods for which there is insufficient yard 
accommodation, and generally for finding a quick market for goods 
which cannot besoldsosatisfactorily through the ordinary channels. 

Exchanges. A considerable amount of business is conducted 
on the Timber Exchanges in London, in the other large ports, and 
at continental centres. Attending the London Exchange will be 
found London Importers; Representatives of Agency Houses 
and Shipbroking firms; Merchants. 

Grading. Timber is bought and sold by description and grading. 
The mark and description of the goods is sufficient to enable the 
importer or merchant to know: 

1. The area of its production, e.g. Petrograd or Ulea. 

2. The quality, e.g. whether firsts, seconds, thirds, fourths, or 

unsorted. 

3. The brand of the Shipper, e.g. RWX, P ® H. 
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Transport. For the various trade routes the ocean freight con- 
tracts are standardized by mutual agreement, e.g. ‘The New 
Scanfin Charter’, to which, of course, exceptional clauses may 
be added. 

The recognized measure for Baltic Softwood is the St. Peters- 
burg Standard of 165 c. ft. Ocean freight rates are quoted per 
standard for softwoods coming under the general description of 
deals, battens, and boards. On the railway, however, deals, bat- 
tens, and boards which are in Class 8 (4 tons and upwards) or 
Class ro (2 tons, but less than 4 tons) of the new railway goods 
classification are carried at a rate per ton. This traffic is carried 
by the railway companies at measurement weight, i.e. 2 tons 
tocwt.to the standard. The railway cost of transport between 
two points, e.g. Hull and Huddersfield for one standard of deals 
is, therefore, two and a half times the cost per ton (12s. 4d.), 
Le, 125, 4d. xX 2) =r TOs 04, 

This rate per standard affords an interesting illustration of the 
enormous difference in the cost of transport by land and water. 
While a standard of battens is carried from say Riga to Hull, for 
a sum which varies round about 43s., it costs approximately 31s. 
to carry by rail the same quantity from Hull to Huddersfield. 

Partially Manufactured Goods. Both the preceding examples 
are given in such detail that it is unnecessary to give another 
transaction in full, but some reference for purposes of comparison 
may be made to the procedure used by a large manufacturing 
company in buying a partially manufactured commodity such as 
pig iron. Here we are looking at the transaction from the side of 
the buyer. 

1. The Purchasing Department receives a requisition from the 
Stores Department stating that a fresh supply of pig iron of a 
specified quality is needed. 

2. The Purchasing Department sends an inquiry to competing 
firms. 

3. The quotations are received and carefully compared, special 
attention being given to quality, price, and date of delivery. 
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4. A given offer is accepted and an order made out in triplicate. 
The original is sent to the suppliers of the goods, one copy to the 
Costs Department, and the third copy is retained and filed in the 
Purchasing Department. 

5. The order is watched to see that the pig iron is delivered on 
the due dates. 

6. The Inspection Department is instructed to make a report 
(on a standard form provided) on the quality of the iron received. 

7. The Stores Department supplies the Purchasing Depart- 
ment with full details of the deliveries it receives so that the 
latter may check the invoices and keep proper records. 


A Transaction in Finished Goods 


The following is a brief summary of the methods of business 
adopted in the office of a wholesale hardware merchant selling to 
a retailer. 

(x) Opening of Business. (a) A prospective customer sees the 
merchant’s advertisements, or the firm’s name comes under his 
notice in some other way, and he sends an inquiry for certain 
goods; or (0) a traveller calls and solicits orders; or (c) catalogues 
or price lists are circulated, names and addresses of possible cus- 
tomers being extracted from trade directories. 

Inquiry by retailer. The retailer asks for lowest prices and trade 
terms for certain goods. 

In reply, a quotation and full particulars are sent him, and 
possibly a letter informing him that the firm’s traveller will call 
upon him next time he is in the district. 

Call of traveller. Before the traveller sets out on his journey 
(which may extend over several months), he sends a communica- 
tion to each prospective customer stating when he is due to call, 
so that the customer may have his order ready when the traveller 
does eventually call, or, at any rate, will be prepared to receive him. 

(2) Retailer's Order—How dealt with—Acknowledgment—Ar- 
rangement of Goods—Delivery, Gc. The morning’s mail is taken 
to the secretary’s office, two or three juniors being engaged in 
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opening the envelopes and taking out letters and other docu- 
ments. The letters are gone through and then placed in baskets, 
each representing a Department. 

The manager of the department reads through the letters, the 
orders are handed to a responsible clerk, who, after noting the 
trade discount against each item, hands them over to a junior 
clerk, who sends postcard acknowledgments of the receipt of the 
orders. The junior clerks copy the orders on various sheets, each 
representing a traveller’s district. These sheets are then handed 
~ to the order clerks, who look out the goods. If the order is from 
a regular customer, and only part of the goods are in stock, the 
goods in stock are selected, and placed in pigeon-holes to await 
the receipt of the remainder of the goods, when they are all sent 
off together; if, however, the order is urgent, the goods in stock 
are sent and the remainder of the order cancelled or held over for 
subsequent delivery. 

As the goods are placed ready for packing and dispatch, the 
various items are ticked off on the sheet. When completed the 
sheets are given to an invoicing typist, who makes out the in- 
voices and loose sales book sheets at the same time. The sales 
book sheets are subsequently bound in covers, forming the firm’s 
record of the transaction, whilst the invoice is dispatched to the 
customer. 

The terms of payment may be 5 per cent. cash monthly, or 24 
per cent. cash quarterly; or if paid on journey (about six months) 
strictly net. 

The transaction then passes into the hands of the Ledger De- 
partment, Statements of Account being issued monthly. 

In a well-organized warehouse of this description, the depart- 
ments are so arranged that documents and goods are passed on 
with the least possible movement in order to avoid needless 
tramping of corridors and unnecessary repetition or over-lapping 
of work in the conduct of the transaction. 

The warehouseis so designed that the heavy goods are on, or near, 
the ground floor, whence they may be readily conveyed to wagons. 
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Another example: Wholesale Grocery and Provision Business 

The business of a wholesale grocer and provision merchant is 
a particularly interesting one owing to the great variety of articles 
dealt in. Such a merchant deals in (i) partially manufactured 
goods, and (ii) manufactured goods. There is a great distinction 
between the provision trade (i.e. the trade in bacons, hams, CLEo)s 
and the grocery trade (i.e. the trade in sugar, dried fruits, tea, &c.). 

The warehouse of such a wholesale merchant may be organized 
in departments under one general manager, with an assistant 
manager or a foreman in charge of the separate departments. 
Some of the goods are simply stored awaiting disposal, e.g. cocoa, 
tea (if blending is not undertaken), tinned fish, fruit, &c.; in 
others, the goods are subjected to further processes, e.g. coffee 
may be ground; bacon smoked, washed, rolled and otherwise 
made ready for the retailer; dried fruits may be cleaned, sorted, 
and re-arranged. 

The methods of purchase vary with different descriptions of 
goods, e.g. a great deal of the bacon sold in the north of England 
comes from Ireland, Denmark, and America, the wholesale dealer, 
if his business is sufficiently large, buying his bacon direct from 
the country of origin. He may buy American bacon f.o.b. at the 
American ports of shipment, or at a c.i.f. price Liverpool. The 
terms of purchase may be cash against bill of lading, or draft at 30 
days’ sight. The wholesaler is often induced to pay promptly in 
order to obtain the cash discount. The American exporters also 
send their bacons and hams to England and sell to wholesalers 
from their warehouses at the port to which the goods are shipped. 

In a somewhat similar way, butter is imported direct by the 
wholesale merchant from say Denmark or Ireland. 

The market in cheese is, however, differently organized. There 
are e.g. large importing houses in Liverpool and London who 
deal in American, Canadian, and New Zealand cheeses in large 
quantities and resell them to the wholesale provision merchants in 
England; but the market in English cheeses is a typically agri- 
cultural one. For example, in Chester and other towns in Cheshire, 
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fairs are held during the summer, and wholesale buyers attend 
these fairs in order to buy their cheeses direct from the farmers. 

To take another example: a very large business is done in eggs. 
These are collected in Ireland and Denmark by egg merchants 
who export them to the wholesalers in this country. 

Changes from time to time take place in the methods of mar- 
keting goods, and there are also variations in the methods obtain- 
ing in different parts of the country. For instance, merchants 
formerly bought their teas in London and then did their own 
blending. This custom has, however, to a great extent died out, 
and even merchants engaged in business on a very large scale now 
buy teas from the big London houses after the teas have been 
blended and (sometimes) made up in packets to suit local needs. 

The methods of dealing in manufactured goods are somewhat 
different. Wholesale grocers deal in many proprietary articles pro- 
duced in this country—cocoa, soap, and various other goods made 
up by the manufacturers ready for sale by the retailer. Naturally 
the merchant will require some profit or he would decline to deal 
in such articles. This profit is not earned at the expense of the 
retailer, however, as the manufacturer sells to the wholesale mer- 
chant at a lower price than that at which he sells direct to the 
retailer. He is able to do this because: (i) the wholesale merchant 
buys in large quantities and consequently the charges for packing, 
carriage, book-keeping, and travellers, are much less in propor- 
tion to the turnover; (ii) the wholesale merchants are relatively 
fewer, their business reputation is well known, and the risk of bad 
debts is reduced to a negligible minimum. 

The economic justification for the position of the wholesale 
merchant as an intermediary is largely based on the service he 
renders as a collector of supplies in bulk and a distributor of those 
supplies in detail to the retailers in the districts he serves. 

For obvious reasons the average retailer does not want to buy 
bacon in America, eggs in Denmark, and butter in New Zealand; 
he does not deal in quantities sufficiently large to enable him to 
do this, nor has he the necessary knowledge to buy to the best 
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advantage; the wholesale dealer has the knowledge, however, and 
by placing the retailer directly in touch with the world-wide sources 
of supply, the merchant can and does relieve him of a great deal 
of trouble and risk. 

It is interesting to notice, however, that when there seems to 
be no real need for the intervention of the wholesale merchant, 
the retailer gets into direct touch with the manufacturer, e.g. 
retail grocers and confectioners buy their supplies of flour direct 
from millers, who are to be found distributed over the country in 
such a way that they can, in many districts, deliver flour in their 
own motor vans. 

It will be observed that on the buying side the business of the 
wholesale provision merchant is very much specialized, and 
expert buyers are therefore required in the various branches 
of the trade. 

On the selling side, too, a highly-developed type of organization 
is necessary. A staff of travellers is kept whose business it is to 
call at regular intervals on retailers, who know when to expect 
them. Articles in regular sale are quickly disposed of and the 
wholesale dealer maintains stocks sufficiently large to enable his 
warehouse to act as a large central store from which the retailer 
can draw almost at will. 

As a grocer turns a great proportion of his goods over rapidly, 
extended credit is inadvisable and indeed unnecessary, and the 
terms of sale are based on this circumstance, e.g. cash in fourteen 
days, less twopence in the £ discount, or possibly cash in one 
month, less one penny in the £ discount. 


Notes :-— — 

E, and O. E. (p. 92)=Errors and omissions excepted. 

del credere (p. 95)=del credere commission—an extra payment made 
to an agent in consideration of his guaranteeing payment for the goods 
he sells. 

f. 0. b. (p. 99)= free on board (i.e. the goods are to be placed on board 
ship at the cost of the seller). 

c.i.f. (p. 99)=cost, insurance, and freight, i.e. the price includes all 
three. 
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CHENE ERS xa 


CAPITAL AND GROSS AND NET PROFITS WITH SPECIAL 
REFERENCE TO RETAIL TRADE* 


“Why is there a dividend each year ina... business and why does money 
thus grow, as if it possessed vegetable or animal life? Is it not because 
animal life indeed is at work? Is it not because of the brains and fingers of 
a thousand able and industrious workers? Is it not the enterprise and the 
labour that has really produced the dividend? Would there be any such 
fruits without labour? No, but it will be said, neither could there be any 
profit without capital. ‘““What capital?” let us ask. Papers in a lawyer’s 
office, figures in a banker’s book, gold bars in somebody’s cellar? No, not 
these, but real capital—ships and engines, and land and tools, and all the 
instruments of production.’—Sr1r OLIVER LopDGE, 


“A business with an income at its heels 
Furnishes always oil for its own wheels. —CowPErR. 


WE saw in Chapter IV that the term Cafital as used in business 
represents the difference between the Assets and Liabilities of a 
business, and it is, therefore, the amount which the proprietor (or 
proprietors) may regard as his (or their) own. 

In this chapter we have to examine the meaning of Profits, 
bearing in mind again that the economist and the business man 
use the term in different ways. In order that we may clarify our 
ideas, we will take three simple examples consisting of (a) the 
balance sheet of a sole trader; (b) the balance sheet of a partner- 
ship; and (c) the balance sheet of a limited company. 

BALANCE SHEET OF A.B. 


GROCER AND PROVISION MERCHANT 
as at 31st December 1926. 


- 
Sundry creditors : ; 160 | Cash in hand ; : : s 
Rent, rates, and taxes ac- | Balance in bank ° 7 206 
crued but not paid . ; 38 | Sundry debtors . : . 100 
Profitand Losscreditbalance 423 | Stock: (a) Bacons, hams, &c. . 250 
Capital of business. - 700 | (6) Groceries : . 380 


Furniture, cash register, bacon- 
cutting machine, and fittings 350 


1,321 1,321 


x An introduction by the author to parts of this subject will be found in 
Arithmetic and Accounts and Arithmetic and the Elements of Commerce 
(Macdonald & Evans), to which books the reader is referred for a more 
elementary accounting and arithmetical treatment. 
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This balance sheet may be briefly summarized as below: 


Liabilities | Assets 
£ 
Creditors . : ; : 198 | Cash, &c. . 
Capital . : ‘ . 1,123 | Miscellaneous assets 
1,321 | 


BALANCE SHEED OF A-B.C. & Co. 
as at 31st December 1926. 


Liabilities Assets 
& 
Creditors . ; ‘ , £,000 |) Gash'at bank. 
Capital: Sundry debtors . 
Z£. | Miscellaneous assets 
Az 2,342 
Br 1,171 
Cr cepa ey Al 
4,084 
5,684 
BALANCE SHEET OF A.B:C;& Co., Lip. 
as at 31st December 1926. 
Liabilities | Assets 
bs 
Capital: Business premises 
2,000 6% Pref. Shares of £1 Miscellaneous assets 
each : 2,000 | Stock : ; 
4,000 Ordinary Shares of i Sundry debtors . 
€achiaue 4,000 | Cash and bank balances 
Balance of Profit and Loss th 929 
Creditors . : i 1,986 
8,915 
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5,684 


It is assumed that each of the businesses is a going concern; 
every day, therefore, changes will take place in the ratio of the 
assets to each other, e.g. if a week later A.B. made out a new 
balance sheet, he would find possibly that the value of nearly 
every item had altered in some such way as that indicated below: 
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BALANCE SHEED OF ABS 
GROCER AND PROVISION MERCHANT, 


as at 8th January 1927. 


4 Z 
Sundry creditors : é 165 | Cash 5 5 ; ‘ Dy 
Balance of Profitand Loss. 442 | Balance in bank 5 : 230 
Capital. ; 5 : 700 | Sundry debtors . ; : 120 
Stock: 
(a) Bacon, hams, &c. : 220 


(6) Groceries . 2 : 
Furniture, Cash Register, &c. 350 


1,307 1,307 


The difference in the amount of capital plus the balance of 
profit and loss (supposing he had neither paid into nor withdrawn 
from the business any money on his own private account) would 
represent profit, i.e. 


2 £ 
Capital + Profit, 31st December 1926. op 
Capital + Profit, 8th January 1927 : pee 
Difference =Net Profit . : 19 


(Note. It must not be thought that in such a business a Profit and Loss 
Account and a Balance Sheet are prepared each week. The example is 
given simply to illustrate the continual changes taking place). 

Profits. Now a tradesman makes his profit by buying goods at 
a lower price than that at which he sells. This statement does 
not mean that he never sells an article at a loss, but that it is 
unusual to do so; every successful business man must make a 
profit on his total sales. This profit represents payment for ser- 
vices rendered to the community, interest on capital, insurance 
against risk of loss of capital, and it may include an additional 
amount which may be regarded as a surplus profit due to efficient 
management, to the occupation of an attractive shop or the pres- 
ence of some other factor which gives the business an advantage 
over its competitors. In all businesses in which proper books of 
account are kept, the progress of the business is tested periodically, 


GROSS AND NET PROFITS 105 


i.e. the accounts are kept in such a way that a Balance Sheet, 
similar to those given, may be extracted. 

Gross Profit. It is sometimes quite easy to calculate the gross 
profit since it constitutes the difference between the buying (or 
cost) and selling prices of goods, e.g. if an article is bought at 9d. 
and sold at 1s. the gross profit on each article sold is 3d. 

The purchase (or cost) price includes (i) the actual cost of the 
goods themselves, and (ii) expenses incidental to their purchase, 
e.g. Carriage. 

But although in some businesses, a simple illustration such as 
this may represent the broad facts in connexion with an isolated 
transaction, it is usually necessary to take other factors into 
account in order to arrive at the true gross profit of a business as 
a whole for a given trading period. 

1. On the one side must be placed (i) stock on hand (valued at 
cost or wholesale market price whichever is lower) ; (11) purchases 
less returns) during the period; (iii) carriage and other incidental 
expenses on goods bought ; (iv) wages of warehousemen and others 
actually engaged in handling the goods or preparing them for sale 
(but not actual administrative charges or costs incurred in selling). 

2. On the other side must be placed (i) sales (less returns) 
during the period; (ii) stock on hand (valued as before). 

The excess of (2) over (I) represents the gross profit for the 
trading period under consideration. 

Gross profit is often reckoned as a percentage of the net whole- 
sale price; if an article is invoiced by the wholesale merchant to 
the retailer at {1, less 25 per cent., the rate of gross profit on the 
cost is not 25 per cent. but 334 per cent., because one-third of the 
net purchase price (15s.) equals one-fourth of the selling price (20s.). 

Net Profit. Net profit is the actual net return after all expenses 
have been paid, e.g. if b = Buying price (or cost), s = selling price, 
and e=all expenses of conducting the business, then 

Gross profit = s—b; and 
Net profit .=s—b—e 
= s—(b+e). 
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Variation of Gross and Net Profits with Turnover. The rate of 
gross profit per cent. on a number of articles bought and sold at 
uniform prices is the same on a number of articles as on a single 
article. This statement may be easily tested. 

On the other hand, the rate per cent. of gross profit based on a 
trading period may be and often is calculated on the amount of 
the net turnover (or sales) ascertained in the manner just described. 

The amount and the rate of net profit may, however, vary 
greatly with a rise or fall in turnover, because selling and manage- 
ment expenses per unit sold tend, as a rule, to diminish with an 
increase in number of units sold and vice versd. 

We will consider an example: 

Suppose the Establishment Expenses (often called ‘Fixed Ex- 
penses ’) of carrying on a retail business amount in round figures 
to {550 per annum, the average annual turnover of the business 
being £4,500. The fixed expenses in any given year would prob- 
ably be the same whether the turnover amounted to £4,200 or 
£4,800. Wewillconsider the alternatives, assuming for our purpose 
that the averagerate of gross profit on the turnover is 20 per cent. 
I. Turnover £4,500. 


£4,500 


Then gross profit = ==) OOO: 


Net profit = [(900 — 550) = £350. 
Net profit per cent. on turnover = 7-8 approx. 
Il. Turnover £4,200. 


Then gross profit = == £340: 

Net profit = {(840—550) = £290. 

Net profit per cent. on turnover = 6:9 approx. 
III. Turnover £4,800. 


£4,200 
5 


Then gross profit = = {060. 


Net profit = £(960—550) = £410. 
Net profit per cent. on turnover = 8-5 approx. 


£4,800 
5 
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It will be seen that although the vate of gross profit is unchanged, 
the amount and the rate of net profit is considerably affected by 
the variations in the turnover. 

It should further be remembered that an increase in turnover 
may result also in an increase in gross profit, as the retailer may 
be able to obtain rather better terms from the merchant (or manu- 
facturer) by his resultant ability to buy in larger quantities. 
Constder the following examples: 

A retailer sells each day 100 articles at 9d. each. He pays 6d. 
each for them, and his expenses for rent, wages, &c. average Id. 
per article. 


Then his gross profit = (100 x 3)d. = 25s. 
and his net profit = (100 x 2)d. = 16s. 8d. 


Now let us suppose that by advertising more extensively, by 
adopting various improvements in his methods of business and by 
lowering the price to 8d. he increases his sales to 500 articles per 
day. What will the probable results be? 

(i) He will undoubtedly try to buy the larger number at a 
cheaper price, and he will probably succeed in doing so. We will 
imagine that he is able to buy the articles at 5d. each. 

(ii) His establishment expenses may have increased somewhat, 
but it is improbable that they will average 1d. per article. Let 
us suppose that, owing to the greater turnover, they are now 
reduced to #d. per article. 


Then his gross profit = 500 X 3d. 
== 1258. 
== £6 56, 0d. 
And his net profit = 500 x 24d.= £4 13s. 9d. 


It is interesting and important to observe that a big retail 
business does not necessarily make a larger net profit per unit of 
turnover than a small business; on the contrary, but the big 
business may prosper because it has a larger turnover in propor- 
tion to its capital. A simple example will illustrate this statement: 
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I 
é 

Capital of the business. : , ‘ ‘ 5,000 
Annual turnover . : ‘ P : ; 18,000 
Gross profit . : : 3 ; : : 3,000 
Net profit (after all expenses of every kind have 

been provided for) ; : : ; ; 750 
Gross profit per cent. on turnover. : . 16:6 approx. 
Net profit per cent. on turnover : ‘ 5 4:2 approx. 
Net profit per cent. on capital . ‘ 5 : 15 

II 
£ 

Capital of business . ; . ; : - 50,000 
Annual turnover . : ; : : . 280,000 
Gross profit . : : ; : ; 40,000 
Net profit (after all expenses of every kind have 

been provided for) : F ‘ : ee LOLOOO 
Gross profit per cent. on turnover. : : T4°3 approx. 
Net profit per cent. on turnover 5 : : 3°6 approx. 
Net profit on capital : : ; , , 20 


In II the percentage of gross and net profit is smaller than in T, 
but the percentage of net profit on capital is larger. 

The business man has, therefore, to decide: 

(i) How to secure a satisfactory turnover and a sufficient total 
gross profit; and 

(i1) How to increase his turnover, and, at the same time, to 
decrease the amount of his management expenses per unit sold by 
keeping his expenses stationary, or, at any rate, by seeing that 
they increase at a relatively lower rate than the turnover. 

The following quotation illustrates very forcibly and aptly 
some of the points to which reference has been made: 

“We had then to consider what would be the probable sale of the 
pamphlet; how many we should print; at what price it should be 
marketed. Two thousand copies could be produced at a total cost of 
9d. a copy. Ten thousand copies, on the other hand, were quoted at 
figures which worked out at 6d. a copy. The figure 9d. would have 


involved a selling price to the public of rs. 6d., and 6d. a selling price 
of 1s. It should be explained that the selling or published price is 
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subject to a reduction of one-third to the bookseller or newsagent. 
A selling price of 1s. 6d. would, therefore, produce to the publisher a 
net return of Is., and a selling price of Is.anet return of 8d. If, there- 
fore, we had printed 2,000 copies at a cost of 9d. and sold them at 
Is. apiece, there would have been a profit of £25. If, on the other 
hand, we had produced an edition of 10,000 at 6d. and sold them at 
8d., there would have been a profit of £83 6s. 8d. It is, of course, 
impossible, in considering the problem of a book at this early stage, 
to gauge with any exactitude how many copies it is wise to print or 
how many may be sold. ... We might have printed 10,000 copies of 
our pamphlet at 6d., spent £250, sold 1,500 at 8d.; received £50, and 
involved ourselves in a loss of £200. On the other hand, we might 
have printed 2,000 copies, costing £75, and sold 1,500 at Is. exactly 
balancing the account and leaving ourselves with 500 copies as 
waste paper.’ 


With this extract may be read the following examples from 
the same book: 


‘SALE OF A BOOK 


First YEAR 


a f 
1,000 copies at £I 4s. . . 1,200 | Sell 400 at £1 16s. : : 720 
Profit : : : : 240 | Stock 600 at £1 4s... 5 Oe 
1,440 | 1,440 

SECOND YEAR 
Stock : : : : 720 | Sell 50 at £1 16s. : : go 
Profit ‘ : F : 30 | Stock 550 at fI 4s... : 660 
75° | 750 


‘For the purpose of our accounts, we have made on this book up 
to date, a profit of £270, and we hold stock valued at £660. The book 
is selling at the rate of fifty copies a year, and we have enough in 
stock to supply the market for eleven years to come. If the book 
holds good for that time and sells right out, I shall make a hand- 
some profit. If, as of course happens with technical literature, this 
book should be superseded by a better, or the matter which it con- 
tains should require revision, or for any of a number of reasons the 
demand should fall off, we may be left with our stock. If that should 


IIo 
happen, 


CAPITAL 
. . I shall have to write off £660 of the stock as lost. In- 


AND 


stead of having made £270, I shall be £390 out of pocket.’ : 


Trading and Profit and Loss Account. Let us now return to the 
Balance Sheet of A.B. (see p. 102) and prepare for him a Trading 
and Profit and Loss Account for the year ended 31st December 


1927 from the following figures: 


1927 Z 

Jan. «t Stock (a) Provisions 250 
(6) Groceries . ; 380 

Dec. 31 Net Purchases during the eae 
(a) Provisions 1,200 
(b) Groceries 2,200 

Net Sales during the year: 

(a) Provisions : 1,520 
(0) Groceries 2,600 
Rent, Rates and Taxes 125 
Salaries, &c. 210 
Trade Expenses 150 
Discounts Y% Cr. Balance . 18 
Stock (a) Provisions 390 
(6) Groceries . 510 


TRADING AND PROFIT AND LOSS ACCOUNT 


PNEIBY 
Pyovi- Gyro- 
SlOns cervies 
1927 £ 
Jan. 1 ToStockonhand 250 380 
Dec.31 ,, Purchases I,200 2,200 
», Gross profit. 460 530 
I,QIO 3,110 
1927 A 
Dec. 31 To Rent, rates, and 
taxes 125 
», salaries 210 
,, Trade expenses I50 
» Net profit 523 
1,008 


Provi- 
sions 
1927 
Dec. 31 By Sales . 1,520 
LOCK 390 
1,910 
1927 
Dec. 31 By Gross profit: 
Provisions 
Groceries 


Discount % 


* Benn, Confessions of a Capitalist. 


Gro- 
cerv1es 


£ 
2,600 
510 


3,110 


1,008 
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We see that 
Net profit per cent. on turnover = 12:7. 

Net profit per cent. on his nominal capital = 74:7. 

Analysis of Net Profit. 74-7 per cent. net profit on capital seems 
a great deal until the elements which it comprises are found, 
and then it will be seen that it is really a very modest amount 
indeed. 

(i) A.B. could have invested his £700 in War Loan at 5 per 
cent. per annum. ' 

(ii) The risks of carrying on a business are greater than those 
which are run by making an investment in War Loan. An allow- 
ance of say 5 per cent. may therefore be made for these risks. 

(iii) A.B. presumably manages his own business; he is conse- 
quently entitled to remuneration for his services of perhaps {400 
a year. 

These three together amount to £470, and there is, therefore, a 
somewhat precarious balance of net profit of {523— £470 = £53. 

But this net profit is what the economist regards as true profit 
and the tendency of the pressure of competition and changing 
circumstances is to cause it to disappear. 

In the sense in which a limited company uses the term net 
profit, we are not entitled to deduct £70 as interest on capital 
and the net profit would be £123. It is extremely important, 
therefore, to know precisely what is meant when net profit is re- 
ferred to, for, as we have seen, the term may be used in very 
different senses. 

Goodwill. Consider the case of A who, having become qualified 
to act, let us say, as a dispensing chemist, and come into the 
possession of some capital, decides to open a new shop. Even if 
he chooses his locality with every care and exercises the most pru- 
dent foresight in making all his arrangements, he has great risks 
to face: the business may grow slowly, for a time his gross profits 
will probably be inadequate to meet the expenses of carrying on 
the business and he will be trading at a loss; even when this stage 
is passed the net profits may for a considerable period be too small 
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to give him a comfortable living. His initial capital should, there- 
fore, be sufficient, not merely to equip his shop with suitable furni- 
ture and fittings and to stock it sufficiently well to impress the 
neighbourhood and to meet the needs of possible customers, but 
to enable him to meet expenses and to live until the business be- 
comes in colloquial language a ‘paying proposition ’. 

On the other hand B, being similarly qualified, decides to buy 
a business with a sound connexion as a ‘going concern’. It is 
obvious that he escapes the chief risks with which A is con- 
fronted, and that it is well worth his while to pay for this escape 
from early struggles and uncertainties. And the seller will expect 
to receive some payment for transferring this valuable asset of 
goodwill or connexion to B. A gradually acquires his own good- 
will at an indefinite cost; B pays a definite lump sum once for all. 

Clearly the value of the goodwill of a business is not easy to 
determine, because so many factors have to be taken into con- 
sideration, among which the following may be mentioned as 
particularly important: 

(i) Is the goodwill of a highly personal character attached more 
to the owner of the business than to the business as such; to what 
extent therefore is the goodwill actually transferable from the old 
to the new proprietor ? 

(ii) Is the business steady or fluctuating? Are the commodities 
in which it deals in steady demand ? 

(ii) Have the net profits over a reasonably long period been 
adequate? To what extent have they been the personal earnings 
of the owner, as distinguished from the earnings arising from 
merely routine dealing in commodities ? 

(iv) Has the business shown progressive development in recent 
years? And is it situated in a locality which is increasing in 
importance ? 

(v) Generally, is the business well established and stable with 
reasonable prospects of a successful future ? 
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CHAPTER XII 
CAPITAL AND GROSS AND NET PROFITS (continued) 


Manufacturing and Trading Business. It has already been pointed 
out that some businesses combine the functions of making and 
selling. Examples in addition to those already given will readily 
occur to the minds of the readers. Where such a business is rela- 
tively small no marked distinction so far as finance is concerned 
may be made between the two sides of the business. But if the 
business is large enough to justify separate management of the 
works and the shop (or shops), it is large enough to justify also 
distinct accounting records. Let us consider a concrete example 
of a familiar type. A baker and confectioner buys some of his 
goods direct from the manufacturer in the form in which they are 
saleable to the general public, e.g. chocolate, sweets, biscuits, 
&c.; other goods he buys from manufacturers or wholesale dealers 
and then subjects them to manufacturing processes, e.g. flour, 
butter, margarine, eggs, &c., &c. He may quite wisely decide to 
keep his book-keeping records in such a way as to show what 
the gross profit is in each case. The following simplified figures 
are given to show how this may be done: 


1927 (i) BAKEHOUSE 2 
Feb. 1 Materials in stock at beginning of the month . : . 750 
,, 28 Purchases during month ; : : : ; 4) 400 
Materials in stock at end of the month . ‘ : 5 Ose) 
Wages paid . rete) 
Lighting and power"? ( estimated proportion of ante charges) se) 


Rent and rates (estimated proportion of annual charges) 30 
Miscellaneous charges (estimated proportion of annual 


charges) . : : : : é : é 20 
(ii) SHOP Miscellaneous 
Baking Goods 
Department Department 
1927 Z Z 
Feb. 1 Stock in hand : 2 : 60 250 
», 28 Sales during the month: : : 500 150 
Value of goods at cost price trans- 
ferred from bakery . é : 350 
Purchases i c ; 100 


Stock at end of month ; ; : 50 230 
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The accounts would appear as follows: 
BAKEHOUSE ACCOUNT 


Dr. Cr. 
1927 £. | 1927 s 
Feb. 1 To stock of materials 750 | Feb.28 ByStockofmaterials 950 

,», 28 Purchases Z , 400 , Walue of goods 
Wages . : : go transferred to 
Lighting and power. me) Shop Account. 350 
Rent and rates : 30 
Miscellaneous charges 20> | 

I,300 | I,300 


TRADING ACCOUNT 


Miscel- Miscel- 
Baking laneous Baking laneous 
Dept. Dept. Dept. Dept. 
1927 ’ £ | 1927 ye £ 
Feb. 1 To Stock 5 68 250 | Feb. 28 By Sales . 500 150 
» 28 ,, Bakehouse yy tock 27 50 230 
Account 350 
, Purchases I0o 
», Gross 


profit . 140 30 


| 


550 380 550 380 


The gross profits are seen to be £140 and £30 from the two 
departments respectively. In order to arrive at the actual net 
profit, deductions will have to be made for salaries of assistants, 
rent of the shop, trade expenses, &c. 

Demand and Supply and the Fixation of Prices. In Chapter I 
we saw that price meant value in exchange expressed in money. 
We are to consider in this chapter some of the ways in which 
prices are fixed in retail trade, but before doing so, it will be 
advisable to say something on the subject of price in general. 

Put very shortly, the price of a commodity is the result of the 
interplay of the forces of demand and supply. By demand is meant 
not an individual but a social demand—a demand represented by 
an effective desire for a given commodity, i.e. a desire for the 
commodity coupled with the ability to give effect to that desire. 
By supply of a commodity is meant the available supply. 
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The general law of demand lays down the principle that the 
greater the amount of a commodity available (i.e. the supply) the 
lower will be the price it will fetch. 

The relationship between price and demand and supply may be 
put in this way: if price rises, demand decreases and supply in- 
creases. As soon as this tendency manifests itself, price falls with 
the result that demand increases and supply decreases. Sometimes 
the market in a commodity is in a state of equilibrium and prices 
remain steady because for the moment the effective demand is 
just met by the available supply; but, usually, in the more highly 
organized markets, where buyers and sellers are in the closest 
touch with each other and where every change in the probable 
supply available is known at once, prices move up and down 
with bewildering rapidity. 

A very simple example from retail trade may be used to illus- 
trade this point. Any one who has lived near a small market 
town in the midst of a rural neighbourhood which produces a 
large proportion of some of the staple foods consumed knows how 
the prices of such commodities as, e.g. eggs and butter vary from 
week to week. On a given market day a general notion soon gets 
about, based on the time of the year, the weather, and other con- 
ditions, that supplies will probably be abundant and lower prices 
are asked by sellers from a fear that they will otherwise be unable 
to sell; or, alternatively, that supplies will be relatively small, and 
higher prices are paid by buyers from a fear that they will other- 
wise be unable to buy. 

But price fluctuations are, speaking generally, much less in 
evidence in retail than in wholesale trade, because wholesale prices 
are much more responsive to changes in the effective demand or 
available supply in consequence of the more highly developed 
organization of the wholesale markets, and of the fact that the 
influences which determine the wholesale supply price of a given 
commodity are much less complex than those which determine 
retail supply prices. It is obvious that a retailer could not alter 
from day to day the price of some small manufactured article 
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(e.g. a book, a penknife, or a shirt) because of a slight rise or fall 
in the price of paper, or wood pulp, or steel, or cotton. 

On the other hand, the retail prices of some commodities are 
quickly affected in sympathy with movements in wholesale prices, 
e.g. the price of butter varies very frequently within certain 
limits. The reader may consider for himself why the prices of 
some commodities in retail trade are relatively constant whilst 
others are variable (cf. e.g. bacon, ham, eggs, cheese, coal with 
collars, boots, saucepans). As a matter of fact, the buyer would 
find it very difficult to detect any real change in the price of 
collars, boots, or saucepans, as small changes in quality cannot be 
detected except by the expert. 

There is no fixed ratio between a fall or rise in price and an 
increase or decrease in demand, but it is of the greatest impor- 
tance to a business man that he should be able to gauge the 
approximate result on sales of a lowering or raising of the price 
of a given article. 

We know that if business is to be transacted buyers must agree 
to pay, and sellers to accept, an identical price. Although many 
prices are fixed without any apparent bargaining in retail trade, 
the price of a commodity affects the demand for it perhaps more 
than some shopkeepers are willing to acknowledge, for we all 
endeavour consciously or sub-consciously so to spend our in- 
comes as to obtain from each unit of expenditure an equal amount 
of satisfaction. 

We now proceed to say something concerning the immediate 
ways in which the price of goods in retail trade is determined. 

Methods by which the Selling Price of Retail Goods is de- 
termined.” 

(i) Prices, to which the retailer must adhere, may be fixed by 
the wholesale dealer or manufacturer. 


" If a comparatively slight fall in price leads to a considerable expansion 
of demand, demand is said to be elastic. 


+ This is not the place to discuss the Theory of Prices, and the influences 
which affect prices under competitive and monopolistic conditions. All we 
are concerned with here is to indicate some of the ways in which prices are 


GROSS’ AND NET PROFITS Diy 


(ii) Prices may be stamped or printed on the goods when sold 
_ by the wholesale dealer or manufacturer to retailer. 

(iii) Prices may be formally agreed among the retailers of a 
town or district in a given description of business. 

(iv) Prices may be more or less informally agreed in a local 
market. 

(v) Prices may be fixed by the retailer at his own discretion. 

We shall presently have to indicate very generally the con- 
siderations which will influence a retailer in placing his orders— 
considerations which are surprisingly complex and varied in 
character. 

In the first place, as we have said, the rate of profit (i.e. gross 
profit, but possibly also net profit) obtained by the retailer on the 
sale of different classes of articles varies very considerably. The 
object aimed at is to obtain an adequate net profit on the turn- 
over of the business as a whole; in other words, the retailer has 
normally to secure a revenue sufficient to cover the typical charges 
indicated below: 

Expenditure of a Retail Business. 

(a) Expenses directly incurred in connexion with the buying 
and selling of goods: 

(1) Cost price of goods. 

(u) Incidental charges, e.g. carriage, packing, cost of delivery 
vans, &c. (In a retail business, these may in the aggregate be a 
large amount.) 

(ui) Wages, salaries, and commissions. 

(iv) Advertising charges. 

(v) Discounts and allowances. (The amount under this head- 
ing may, on balance, be a Profit.) 

(vi) Miscellaneous. 

(0) Charges indirectly incurred, i.e. management and establish- 
ment expenses: 

(i) Rent, rates, and taxes. 


in fact fixed in retail trade, not the underlying reasons for those prices being 
so fixed. For a treatment of the subject the reader is referred to The 
Science of Prices, by J. A. Todd, or some similar book. 
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(ii) Salaries of office staff of all grades, including possibly 
salary of the owner of the business. 

(iii) Repairs, depreciation, and wear and tear. 

(iv) Gross interest on capital, including an allowance for insur- 
ance against risk of loss. 

(v) Bank charges, insurances, &c. 

(vi) Miscellaneous. 

When all these expenses are allowed for, a trader may obtain 
on different articles not merely varying rates of net profit, but 
may even sometimes sell at a loss. If anyone doubts whether this 
is so, let him read the sale catalogues issued by drapers and other 
tradesmen at special times, and marvel at the ruinous sacrifices 
they are prepared to make for the benefit of the confiding public. 
But are such statements true? And if they are is a retailer a base 
and wicked ‘profiteer’ when he makes a profit of thirty per cent. 
and a philanthropist of the purest type when he sells at a loss? 
Let us return to our previous analysis and attempt by a little 
further examination to obtain some idea of the possible motives 
underlying these apparent inconsistencies. 

(i) and (11) Prices fixed by the manufacturer or wholesale dealer. 

Goods of this description may be divided into those which are 
monopolies or partial monopolies of the producing firm; and those 
which are produced under competitive conditions. 

If such goods are absolute monopolies, or even if they are only 
partial monopolies, the retailer will be influenced very largely by 
the selling qualities of the articles. If they are in comparatively 
large demand, he may be willing to sell them at a very small per- 
centage of gross profit per article, because the aggregate profit 
may be large, or simply because the fact that he sells them may 
attract customers to his shop who remain to buy other things. In 
the latter event the seller is compensated for the smallness of 
the profit by the advertising merits of the goods. 

If, on the other hand, they are produced and sold by the manu- 
facturer (or merchant) under competitive conditions, the manu- 
facturer (or merchant) will have to sell the goods at a price which 
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will enable him to compete with his rivals for the retailer’s trade. 
Here the rate of gross profit to the retailer will probably be com- 
paratively large, as competition will tend to reduce the price of 
the goods to the retailer to a minimum. 

There are, perhaps, few articles sold in retail shops in this 
country of which the manufacturer can claim to have an absolute 
monopoly, but there are very many of which the producer may 
enjoy a partial monopoly; a publisher, e.g. has no monopoly as a 
producer and seller of books, but he has a temporary monopoly 
of the production and sale of the books of which he owns the 
copyright, or of which, by arrangement with the author, he has 
the sole right of publication. 

So, again, with other proprietary articles—the producer, by 
virtue of the ownership of his trade mark, may enjoy a monopoly 
of his special goods, although these goods may be faced with the 
competition of imitative articles under another name. 

Many and varied articles come under our second sub-division: 
books are often published nowadays at a net price, the public being 
informed that the conditions on which the retailer is supplied 
with the books are such as to preclude him from selling them to 
the public at a price below that indicated; so, too, with patent 
medicines and similar goods—the net selling price is often fixed, 
not by the retailer, but by the manufacturer, who supplies them 
on the understanding that the retailer will adhere to the pre 
determined selling price. We need not here enter into detailed 
reasons why such a policy should be advantageous to the pub- 
lisher, manufacturer, or wholesale dealer, but we may indicate 
certain advantages to the retailer. 

In the first place, he is relieved from the fear of being undersold 
by his competitors, and, in the second place, the amount of gross 
profit on each article is simply the difference between the buying 
and selling price, neither of which is liable to violent fluctuation 
—the selling price is the same whatever the season of the year and 
whether trade is good or bad. And this last reflection suggests 
what kind of goods may be regarded as suited by their nature for 


120 (UA IP IMIPANIL, JAIN ID 


this type of price regulation. Clearly they must be goods which 
are capable of being ticketed, labelled, and so readily identified; 
they must, moreover, partake of the nature of monopolies or 
partial monopolies; they must not be subject to capricious influ- 
ences—i.e. the demand should be relatively stable, and therefore 
calculable within certain fairly well-defined limits; and, lastly, the 
retailer must be sure of the good faith of the manufacturer, and 
must be able to feel perfectly certain that the manufacturer sells 
on the same terms to his competitors, and that he isina position 
to enforce his selling conditions if necessary. 

(i) Price formally agreed among retailers. 

Examples will readily occur to the minds of readers, e.g. the 
retail price of bread or milk. 

(iv) Prices more or less formally agreed in a local market. 

The picture before the writer’s mind is that of the weekly 
market day in a little country town, to which reference has already 
been made. As we saw, a general idea soon gets about as to the 
relationship between supply and demand, and prices rise and fall 
accordingly; very little ‘higgling of the market’ is sufficient to 
show in which direction prices are to move from those of the pre- 
ceding week. 

(v) Prices fixed by the retailer at his own discretion. 

There still remain many classes of goods for which the retailer 
may fix his own price. But this freedom is exercised within com- 
paratively narrow limits, as will be readily conceded after a little 
consideration. 

To what degree may a retailer who wishes to make a living do 
what he likes? Clearly he must contrive to sell his goods at such 
prices as will yield him an aggregate net profit sufficient for his 
purpose. But subject to this, he may attempt: 

(a) To sell his goods at prices which will yield approximately 
the same percentage of net profit on each article; or 

(b) To sell his goods at prices which will yield him very varying 
tates of net profit, or even none at all, on some articles. 

What, then, are the principles by which he will be guided ? 
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One would be inclined to say that there is no reason why he 
should not try to secure an average rate of net profit. But can 
he? For obvious reasons many important considerations require 
to be carefully examined before the price of any given article 
can be fixed. 

It must be admitted, however, that in actual practice very 
rough and ready ‘rule of thumb’ solutions are often adopted as 
sufficient for all practical purposes. But the complexities are there 
nevertheless. Let us enumerate a few of them. 

We will assume that the retailer has a fairly accurate know- 
ledge of the average rate of gross profit he must obtain on his 
normal annual turnover. Starting with that as our first elemen- 
tary notion, what considerations emerge? At least the retailer 
should take into account the following: 


(a) At what price will the article yield an adequate gross profit ? 

(0) Can it be sold at this price, having regard to: (i) the prob- 
able rate of turnover; (ii) the price charged by competitors ; and 
(iui) the possibility of some substitute being preferred ? 

(c) If not, at what price can it be sold, and is it worth while to 
sell at that price, taking into consideration (i) the possible adver- 
tising qualities of the article, and (ii) the necessity or advisability 
of stocking it ? 

(d) Is the article one which can for a time be sold at a high 
price and subsequently, if necessary, at a low one; is it a season 
article, and subject to the changes of fashion and so on? 

(e) Is the article one which is in regular and continuous de- 
mand, or is it one which is rarely asked for? 

All these considerations will be present to the conscious or sub- 
conscious mind of the tradesman, and will play their part in form- 
ing his judgment and enabling him to come to a decision. 

Price Fixation—Some Arithmetical Examples. 

What is the selling price of an article bought for 25s. on which 
the retailer wishes to make a gross profit of 20 per cent. on the 
selling price ? 
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20 per cent. on selling price = 25 per cent. on cost price. 
.. Selling price = 25s. + 6s. 3d. 
== SHUG, SY). 


What is the selling price of an article bought for 32s. 6d. on 
which it is desired to make a gross profit of 15 per cent. on selling 
price after allowing the customer a discount of 2} per cent. ? 


Let {100 represent the gross selling price. 
Then 97} represents the net selling price. 
.'. 82% represents the cost price. 


é ré x {100 
.". Gross selling price = Bsc £100 


== 1-001 
= {1 19s. 3d. approx., say £2. 

Consider the following: 

A retailer is asked to sell at 1s. an article a which he can buy for 
tod. A rival manufacturer offers a somewhat similar article } for 
gd. the selling price of which is also a shilling. 

Should the retailer stock article a or 6, or both, and what con- 
siderations will influence him ? 

(i) The manufacturer of a or 6 may stipulate that the retailer 
shall not sell the article manufactured by his rival. The retailer 
then has to consider the relative merits of a and b as selling 
articles. a, let us say, is well established in the good opinion of the 
public and has a steady sale; b is less well-known, but is manufac- 
tured by a firm with a very enterprising advertising policy. In 
order to make the same total amount of gross profit, the retailer 
must clearly sell three of article a to two of article b. 

Possibly he concludes that it will be as easy to sell two of } as 
three of a. But (i) will his customers be disappointed if he does 
not stock a? and (ii) if he could sell three of a to two of b, three 
customers will come to his shop instead of two, and he may do 
more business in other goods. A little reflection on the part of the 
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reader will show him that other considerations are important: 
e.g. the reputation of the retailer’s shop for the standard of goods 
he supplies may throw the balance on the side of a. 

(ii) Suppose, however, the retailer is free to please himself 
whether he stocks a or 6 or both. He will probably decide to 
stock both and test the results. Accordingly he buys 12 dozen of 
a and 8 dozen of b and sells them all in three months. We will 
draw up an imaginary account. 


£ St 

July 1 144 article a @ 10d. each=6 oO 
96 article b Qe od. cachi—s3 012 

Sept. 30 Profiton @144 @ 2d.each=1I 4 
Profiton b 96 @ 3d.each=1I 4 


00008 


It will be seen that on these results there is little to choose: 
those who prefer a have been able to obtain it, and similarly those 
who prefer }. But if the retailer pays cash, he has to find £6 on 
July rst for a and only £3 12s. for }, i.e. he needs a larger working 
capital if he sells a than if he sells b, because the percentage of 
gross profit on the turnover is smaller. 

Readers may generalize for themselves from the principle illus- 
trated here. 


CHAPTER XIII 
THE CURRENCY 


Money and banks are intimately concerned with the daily routine 
of every description of business, and we have, therefore, to con- 
sider some of the ways in which they help the business world to 
perform its functions, and how in fact they encourage it to 
develop ‘a certain propensity in human nature . . . the propensity 
to truck, barter, and exchange one thing for another’. 

Barter. The direct exchange of one commodity for another is 
called barter. Transactions are sometimes effected in this way 
but for obvious reasons such a method of conducting everyday 

t Adam Smith, Wealth of Nations. 
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business is quite unsuited to the needs of the world as we know it, 
and it has therefore, in all civilized communities, long ago given 
place to a system of indirect exchange, necessitating the use of a 
medium which every one is willing to accept—that medium we 
know as money. 

Uses of Money. Now the following are the chief services that 
money performs; it acts (i) as a medium of exchange; (ii) as a 
measure of value; (iii) as a standard of value. 

Comparison of Values. The value of a commodity in terms of 
money, as we have already learnt, is known as its price. Just as 
we may compare the weights of two articles in terms of pounds, 
troy or avoirdupois, so by means of prices we may compare 
values; e.g. if a pair of boots is worth 32s. 6d., and a pair of gloves 
12s. 6d., the value of the gloves as compared with that of the 
boots is 


£25.,0d20) 25 5 


22s) 64d.) 65 7 13 


Moreover, the value of the articles not necessarily for sale, 
although they are saleable, may be expressed in money terms, 
e.g. a picture by a famous artist may be said to be worth exe 
although there may not be the slightest intention of selling it. 

In the course of centuries and in different countries, many 
commodities have been used as money, such as shells, leather, 
cattle, iron, and so on. But all these commodities have, by the 
common consent of the civilized world, been found to lack certain 
qualities which the money material should possess. 


QUALITIES OF THE MONEY MATERIAL 

What are these qualities ? 

(i) Utility and value. The money material must possess not 
only utility as a commodity but also value in exchange: in order 
that it may measure the value of other things, it must itself be 
valuable; and, moreover, that value must be relatively stable. 
The possession of these qualities or attributes ensures its general 
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acceptability and, as a consequence, money confers on its owner 
freedom of choice, i.e. he may choose the channel in which it is 
to flow or the purpose to which it may be put. As Carlyle said: 
‘“Whoso has sixpence is sovereign (to the length of sixpence) over 
all men; commands Cooks to feed him, Philosophers to teach him, 
Kings to mount guard over him—to the length of sixpence.’ 

Or, to quote another writer: ‘It’ (i.e. money) ‘is the water of the 
body social, it distributes and receives, and renders growth and 
assimilation and movement and recovery possible’. 

(1) Cognizability. It must be recognizable without any appre- 
ciable trouble or risk of mistake, and it must, therefore, have a 
distinctive colour, and be capable of receiving and retaining a 
clear impression. 

(iii) Portability. It must be convenient to carry. 

(iv) Divisibility. It must be homogeneous and capable there- 
fore of being divided without loss, i.e. the divided parts must 
together be equal to the whole. 

(v) Durability. It must be durable. 

The common opinion of mankind has come to regard various 
metals, and especially gold and silver, as by far the best available 
substances for use as money, since they most nearly comply with 
these conditions. 

The currencies of most countries, however, consist not only of 
coins ? but of paper also. In this country a part of our currency 
is in the form of Bank of England Notes and Currency Notes; 
these pass freely from hand to hand and in daily business fulfil 
precisely the same functions as coins. 

To discuss why pieces of paper, almost worthless intrinsically, 
are able in this way to do the work of coins, would take us too 
far. But some hint of the reasons may suggest itself to the reader 
later in this chapter. 

1 H. G. Wells, A Modern Utopia. 

2 A coin is a piece of metal, of which the weight and fineness are certified 
by a design stamped on it, or as Jevons puts it: ‘Coins are ingots of which 


the weight and fineness are certified by the integrity of designs impressed 
upon the surface of the metals.’ 
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STANDARD, TOKEN, AND PAPER MONEY 


In England, the sovereign is the principal coin, the standard 
coin, the unit of value and the principal money of account.t 

Standard Money. A standard coin is one whose value depends on 
the value of the metal it contains—the stamp on it simply certifies 
the fineness and weight of the metal. 

Weight of the sovereign.2 The weight of a sovereign should be 
123°274 grains. A small allowance, not exceeding 0-2 of a grain 
for faults in manufacture, is made; a sovereign may weigh, there- 
fore, not less than 123-074 grains or more than 123-474 grains, 
when it is issued from the Mint. 20 lb. Troy of standard gold are 
made into 9344 sovereigns. Hence the price of one ounce of 
standard gold is 

£934'5 
Zio ee aerS 
= {3 17s. 104d. 


Token Money. Token coins are those whose value depends on 
the ratio in which they may, by law or custom, be exchanged for 
standard coins. Our silver and bronze coins are token coins, as 
neither the silver nor the bronze coins contain metal equal in 
value to the denominational value of the respective coins. When, 
therefore, we say that the price of an article is rs. or 6d. or 1d. we 
mean that its price is 1/20 or 1/40 or 1/240 of £1. 

In order that token coins shall be generally acceptable it has 
been found to be necessary to provide (i) that the right to issue 
them shall be a Government monopoly, and that their functions 
shall be expressly limited; (ii) that the value of the metal in any 
token coin shall be less than the nominal value or purchasing 
power of the coin; (iii) that the number of coins issued shall be 
limited to the actual currency requirements of the community. 

Silver coinage. The amount of silver coined is determined by 


* Moneys of Account is the name given to those parts of the currency in 
which prices are quoted, and which are used in book-keeping: in this 
country, pounds, shillings, and pence. 

? See the Coinage Act, 1870: First Schedule. 
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the needs of the public, and these needs are reflected by the re- 
quirements of the Banks; if their stocks run low they replenish 
them from the Bank of England, and it is, therefore, by that 
Bank ultimately that the Mint is guided in its estimate of the 
needs of the community for silver. 

The law provided down to 1920 that silver coins should be 
made from metal }; fine, and that one pound troy of silver should 
be coined into 66 shillings, or their equivalent in other coins. 

Bronze coinage. Bronze coins should consist of a mixture com- 
posed of 95 per cent. copper, 4 per cent. tin, and I per cent. zinc 
(or 954 per cent. copper, 3 per cent. tin, 14 per cent. zinc.). The 
weight of a penny is 4 oz. avoir. The value of the metal in the 
respective coins depends on market conditions; e.g. in July 
1914, silver could be bought at about 2s. per oz., in 191g the price 
of silver averaged approximately 57d. per oz. 

At 57d. per ounce, the value in 1919 of the silver in a shilling 
was a little over 94d. as the following calculation shows: 


Pure silver in 66 shillings = we OZ. 


= III oz 
~~ IT‘i xX 97¢. 
.. Value of the silver in a shilling =-— 66 
= gd. approx. 
Similarly if the value of the various metals of which a penny is 
made is £110 per ton, the value of the metal in a penny is about jd. 
Value of 35,840 oz. = £110 
IIo 


35,840 X 3 
== £0*00L02 


ea Value of £07, =f 


= id. approx. 
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In 1920, however, an Act of Parliament was passed providing 
that the silver coinage should consist as to one half of silver and 
as to the other half of alloy. If, therefore, the market price of 
silver is 27d. per ounce, the value of the sdlver in a shilling is 

(6 x 27d.) 

66 

= 24d. approximately. 

The new coinage was issued shortly before Christmas, 1920. The 
price of silver has fallen very considerably in recent years, as the 
following cash prices per ounce recorded by The Economist show: 


Nov. 29, 1919. NOVn 241922: Nov. 30, 1925. 
723d. 327d. 324d. 
Nov. 26, 1920. Nov. 23, 1923. Decs3, 1926: 
483d. 33d. 248d. 
Nov. 25, 1921. Nov. 21, 1924. Novy. 30, 1927. 
372d. 337 5d. 264 2d. 


The following graph shows the movements in the price of silver 
from 25 October 1927 to 17 January 1928.1 


The difference in the value of the silver in the old coinage and 
the new is considerable, e.g. 

Given that the cash price of silver per ounce is 27d. the value of 
the silver in a shilling in the old coinage would be eae) 
=43d. approx. as compared with 24d. in the new coinage. 


' From The Commercial. 
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The difference between Is. the nominal value of the coin and 
23d. the value of the silver in it does not, however, represent 
net profit to the State, because to the cost of the silver must 
be added (i) value of the other metals; (ii) cost of minting and 
all incidental expenses; (iii) interest on the cash value of the 
metals from the date of purchase to the date when the coins 
are issued. 

Paper Money. Currency Notes. Immediately after the outbreak 
of the European War in 1914, currency notes were issued by the 
Treasury, which is a department of the State. These notes have 
for everyday purposes almost entirely displaced the sovereign and 
half-sovereign, these coins being nowadays very rarely handled 
by the general public, nor apparently are they likely to be in the 
future, since an important committee! has recommended 

(i) That all Bank of England notes, including the {1 and Ios. 
notes ultimately to be substituted for the currency notes, should 
in future be payable in coin only at the Head Office of the 
Bank; and 

(ii) That the coinage of half-sovereigns should not be resumed. 

Each week a Return is issued showing the position of the 
Currency Notes Account. The following figures are extracted 
from the Account for 28 December 1927: 


CURRENCY NOTES ACCOUNT (000’s omitted)? 
edemption Account. 
See Ne 


Sa ae Se oa 
Notes and Investment Bank of Balance at 
Certificates Reserve Silver England Ratio to Government Bank of 
Outstanding Account Coin Notes Notes Securities England 
£ £ £ £ % £ £ 
299,791 12,904 5,650 56,250 18°8 250,662 133 


Bank Notes. The Bank of England enjoys a monopoly in Eng- 
land of the right to issue bank notes.3 


x See Report of the Committee on the Currency and Bank of England 
Notes Issues, February, 1925. The change foreshadowed in par. (i) above 
was actually made while this book was in the press. See Appendix, p. 223. 

2 From The Economist, 31 December 1927. 

3 The last private bank enjoying this right (Fox, Fowler & Co.) ceased 
to exist as a separate bank in February 1921 by amalgamation with 
Lloyds Bank, Ltd. 


K 
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The functions of the Bank of England will be considered in 
some detail, in the next chapter. 

Postal and Money Orders. In addition to its functions as a 
savings bank, the Post Office, which, like the Treasury, is a depart- 
ment of the State, carries on an important retail banking business 
by means of its postal and money order system. Postal orders 
and money orders are extensively used for payment through the 
post of small amounts. They are worth their full face value, but 
as it is usual to cash them or to pay them into a banking account 
on receipt, their use as currency is comparatively limited. Full 
information as to poundage, &c., may be obtained from the Post 
Office Guide. : 


CHAPTER XIV 
THE CURRENCY (continued) 


In the previous chapter, we dealt with the currency as provided 
by the State and the Bank of England. We now pass on to con- 
sider other forms of money, and especially that form known as 
the Cheque. 


BILLs OF EXCHANGE (INCLUDING CHEQUES) 


In this section we are concerned only with the uses of Bills of 
Exchange (including cheques) as currency; the operations of 
banks, referred to incidentally here, will be dealt with in greater 
detail in the next chapter. 

Here is the legal definition of a Bill of Exchange: 

‘A Bill of Exchange is an unconditional order in writing addressed 
by one person to another, signed by the person giving it, requiring 
the person to whom it is addressed to pay on demand or at a fixed 


or determinable future time a sum certain in money to or to the order 
of a specified person or to bearer.’ ! 


The form of Bill with which every one is familiar is the cheque; 
we will, therefore, take the cheque first. If we want to know 
what differentiates a cheque from other Bills we may again con- 

‘ Bills of Exchange Act, 1882. 
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sult the Act, which defines a cheque as ‘a bill of exchange drawn 
on a banker payable on demand’.* (The italics are ours.) Or, more 
fully and explicitly: a cheque is an order addressed by a cus- 
tomer to his banker directing the banker to pay on demand a 
stated sum of money to or to the order of a person named on the 
cheque or to bearer. 

Although a cheque may be drawn on a plain sheet of paper, 
printed forms are generally used, and these are usually supplied by 
bankers to their customers; large firms, and many public authori- 
ties, however, print their own cheque forms. All cheques from 
1858 to 1918 were required to bear a penny stamp, but in 1918, 
in order to increase the revenue derived from this source of taxa- 
tion, the amount of the stamp was increased to 2d. and the duty 
has ever since remained at that figure. 

Parties to a Cheque.? The parties of a cheque are: (i) the drawer, 
i.e. the person who directs the banker to pay the money; (ii) the 
drawee, i.e. the banker on whom the cheque is drawn; (iii) the 
payee, i.e. the person to whom the banker is directed to pay the 
amount named. 

Let us suppose Richard Johnson desires to open a banking 
account. He will go to the bank he selects and ask to see the 
manager. To him he will explain his position and intentions, and 
if the manager is satisfied, Mr. Johnson will be accepted as a new 
customer of the bank. 

He proceeds accordingly to ‘open an account’ by paying in a 
sum of money which will be placed to his credit, and by writing 
the required particulars (full name, address, &c., and his usual 
signature when signing cheques) in the ‘Signature Book’ kept at 
the Bank. He will then receive (i) a paying-in-book, and (ii) a 
cheque-book, and later (iii) a pass-book. The first is a book of 

1 Bills of Exchange Act, 1882. 

2 A bank draft (or bankers’ draft) is different from an ordinary cheque 
because it is drawn by the bank on the bank itself. Such a document is in 
certain circumstances much more readily negotiable than a cheque because 


the drawer of the cheque may be unknown beyond a narrow circle, whereas 
the bank will be very widely (perhaps almost universally) known. 


Ke 


te2 


BARCLAYS BANK LIMITED. 


Currency) £1 
Notes J1o/: 


Gold ... 
Silver 


Copper 


Bank Notes 
Postal Orders 


Drafts one 


Total £ 


Paid in by 


Customers are advised that the Bank reserves the right at 
its discretion to postpone payment of cheques drawn agalnst 
ancleared effects which may have been credited tothe account, 


Country Cheques require three and Metropolitan Cheques two 
clear days for collection. 


Example of a Slip from a Paying-in Book. 


forms for his use when he pays money into the bank, the second is 
a book of forms for his use when he withdraws money from the 
bank, and the third is a book giving full particulars of his account. 


“OfsayUnoy yyim mAo.t anbayy yunig 


‘LNAWASHOGNS S3HINOBY 3NOBHD SIHL 


“EDF 433g GYYENOT'$G ‘391440 dvay 


emt pts epi prers o pincin sv zoh lp odo 


> AIM Oa 


bey 
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We will assume that Mr. Johnson pays in £100 on 2nd January 
1928; he thus becomes entitled to draw cheques on his account, 
and we have then to consider how cheques are used. 

A blank paying-in form and a blank cheque with counterfoil 
are shownin the accompanying illustrations. The forms are simple 
and can easily be understood, but some comments on the cheque 
form may be helpful. 

(i) It is not necessary that the customer should himself fill in 
the cheque, but it is essential that it should be signed only by the 
customer himself, or some one authorized by him to do so, due 
notice of the authorization having been previously given to the 
bank. 

(u) The example given is an Order cheque; it is payable there- 
fore to the payee or to his order (i.e. to his instructions). Before 
the cheque can be cashed, paid into a banking account, or trans- 
ferred to some one else, it must be endorsed, i.e. the payee must 
sign his name on the back of the cheque. 

(ili) Sometimes the word Bearer is substituted for Order. 
Such a cheque does not require endorsement, as it is payable 
without formality of any kind to the payee or bearer (i.e. any 
one who is its rightful owner, or a representative of the rightful 
owner). 

(iv) Cheques which are not crossed (see below) are payable in 
cash at the branch of the bank on which they are drawn, but 
only at that branch. 

(v) Any cheque, whether crossed or not, may be paid into a 
banking account—crossed cheques must be. 

(vi) The payee of an open (uncrossed) cheque may therefore 
(a) cash it, (6) pay it into his account, or (c) transfer it to some 
one else. The usual practice is that under (b); customers of banks 
who require cash draw open cheques in their own favour. 

We have said that cheques may be crossed, and that, if they 
are, they may then be paid only into a banking account. The 
following are examples of various kinds of crossings adopted: 


Examples of General Crossings. 
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These are all general crossings, and cheques so crossed may be 
paid into any banking account at any bank. 


(Note. A Not Negotiable document is one to which the holder has no 
better title or right than the person had from whom he received it.) 


The following are special crossings. There is no legal sanction 
for the addition of the words ‘A/C Payee only’ in the last 
example; such expressions, therefore, and others of similar nature, 
or the addition of such phrases as ‘Under Ten Pounds’ are not 
recognized by any statute. 
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The reader may compare these examples, with the exact word- 
ing in the sections of the Bill of Exchange Act, 1882, dealing with 
this subject: 


“SECTION 76. 

(1) Where a cheque bears across its face an addition of: 

(a) The words ‘‘and company ’”’ orany abbreviation thereof between 
two parallel transverse lines, either with or without the 
words “‘not negotiable’’; or 

(6) Two parallel transverse lines simply either with or without the 
words “‘not negotiable”’; 

that addition constitutes a crossing, and the cheque is crossed generally. 

(2) Where a cheque bears across its face an addition of the name 
of a banker, either with or without the words ‘‘not negotiable”’, that 
addition constitutes a crossing, and the cheque is crossed specially 
and to that banker.’ 


‘SECTION 77. 

(1) A cheque may be crossed generally or specially by the drawer. 

(2) Where a cheque is uncrossed, the holder may cross it generally 
or specially. 

(3) Where a cheque is crossed generally the holder may cross it 
specially. 

(4) Where a cheque is crossed generally or specially the holder may 
add the words “not negotiable”’. 

(5) Where a cheque is crossed specially, the banker to whom it is 
crossed may again cross it specially to another banker for collection. 

(6) Where an uncrossed cheque, or a cheque crossed generally, is 
sent to a banker for collection, he may cross it specially to himself.’ 


“SECTION 79. 

(1) Where a cheque is crossed specially to more than one banker 
except when crossed to an agent for collection being a banker, the 
banker on whom it is drawn shall refuse payment thereof. 


(2) Where the banker on whom a cheque is drawn which is so 
crossed nevertheless pays the same, or pays a cheque crossed generally 
otherwise than to a banker, or if crossed specially otherwise than to 
the banker to whom it is crossed, or his agent for collection being a 
banker, he is liable to the true owner of the cheque for any loss he 
may sustain owing to the cheque having been so paid.’ 
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Reverting to Mr. Johnson. We will suppose he draws cheques 
as follows: 


1928 Je Bs Gh 
Jan. 8 To J. Smith . BR Cr xO) 
PP lOmmEen Cambhomas 4 10 6 
Mie. Ja Robinson 5 Ol © 

i Lele stepinens 3% ua CS 
» 2 ,, &. Rhodes & Son A OO 


His Pass-book will be in some such form ' as the following: 


MR. RICHARD JOHNSON in account with 
BARCLAYS BANK LTD., WAKEFIELD BRANCH 


Dr Or 
1928 Je S&S 1928 LS e 
ein, Hoy AG) Ij, Gomidy 4 3 @ © | Iain, 3 le Sumimes 5 EO © © 
op GY yp (Ep Wino , Li my © 
yr WA oy Mo daolacon, 5 GC) @ 


ELE UE OGesicc 
Son. a LEAD: @ 
3 8 pp Ue SHAVISTS, 5 U7 CS 


It will be noticed that the date on which the cheque is entered 
is not always the same as that on which it is drawn; the reasons 
for the difference in date and also the methods in which cheques 
are paid are dealt with in the next chapter. 


Bills of Exchange (other than Cheques). We will now consider 
the form and uses of other Bills of Exchange, the definition of 
which we have already quoted at the beginning of this section. 

Quite simply expressed, a bill of exchange is a document by 
means of which one person (the creditor) writes an order on 
another person (the debtor) to pay to the creditor, or to the order 
of the creditor, a sum of money on a date named or ascertainable. 

In the example given, Richard Milsomis the creditor and Thomas 
Smith is the debtor. Payment is to be made by means of a two 


* Some banks make the entries in the Pass-book from the opposite point 


of view, i.e. showing primarily their relationship to the customer instead of 
his relationship to them. 
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months’ bill. Richard Milsom will therefore write the following 
document: 


High Street, York, 
£90 4th October 1927. 


_______Two months after date pay to me or my 
Order Ninety pounds 
= = F 2 ee _Value received. 


To Mr. THomaAs SMITH, 
Northgate, 
ROTHERHAM. RICHARD MILSoM. 


Richard Milsom sends this document (called a draft) to his 
debtor (Thomas Smith). When Mr. Smith receives it, he accepts it 
and returns it to Mr. Milsom. The document, now an Acceptance, 
will appear as below: 


x High Street, YorxK, 
£90 > So Se 4th October 1927. 
Stamp a & & 
x/- SL OF & 
ees Got Sings after date pay to me or my 
A© 
Order NMietypopinds - eS 
sey flee = Value received. 
oe 
x 
Mr. THomas SMITH, 
Northgate, 
Rotherham. RIcHARD MILsom. 


(Note. The value of the Revenue Stamp depends on the amount for which 
the bill is drawn, i.e. it is an ad valorem stamp.) 


Mr. Milsom has now obtained a formal acknowledgment of 
Mr. Smith’s indebtedness to him, and such an acknowledgment 
leaves little room for dispute. The reader will therefore readily 
see that a bill of exchange is much to be preferred to an open book 
debt for the same amount. 
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Mr. Milsom has several courses open to him: 

(i) He may keep the acceptance until it is due for payment, and 
then present it or he may previously send the bill to his own 
bankers and instruct them to collect the amount for him when due. 

(ii) He may hand the bill to one of his creditors in part (or 
full) payment of a debt, and his creditor may then do with the 
bill anything which Mr. Milsom could have done himself. 

(ui) He may take the bill to his bankers and ask them to dis- 
count it, i.e. to credit his account with the full amount, less in- 
terest on the face value of the bill for the period from the date of 
discounting to the due date. 

(iv) He may take the bill to a Bill Discounting House and re- 
ceive its face value in cash or by cheque, less discount as in (iii). 

Let us suppose that Mr. Milsom decides to discount his bill at 
his bankers on 17th October 1927. How much will he receive ? 
The bill is due on 7 December. From 17 October to 7 December 
there are (14+-30+-7) days. The bankers will therefore, deduct 
interest at say 5 per cent. on {90 for 51 days. 

(90x 515) 


’ (100 X 365) 


= 12s. 7d. approximately. 
Mr. Milsom will, therefore, be credited with £90—(12s. 7d.) 
= {89 7s. 5d. 


When the bill falls due it will be presented at the Westminster 
Bank by the holder of the bill on that date and Mr. Smith’s 
account will be debited with {90. 


Promissory Notes. Sometimes (but not usually), the debtor 
himself writes out a document promising to pay a given sum. 
This document is known as a Promissory Note. 


* In this country, a bill becomes due or payable three days (known as 
‘Days of Grace’), after the date on which it is nominally due. 
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The following is an example: 


PROMISSORY NOTE 


16 High Street, CHESTERFIELD, 
£45 4th November 1927. 
6d. 
Stamp 
Two months after date I promise to pay 
Mr. “Thomas Rayner or Order Forty Five pounds. Value 
received. 


R. WILKINSON. 


The definition of a Promissory Note given in the Bills of Ex- 
change Act 1882, may be cited. 

“A Promissory Note is an unconditional promise in writing made 
by one person to another, signed by the maker, engaging to pay on 


demand or at a fixed or determinable future time a sum certain in 
money, to, or to the order of, a specified person or bearer.’ 


Observe the following: 

(i) The maker and the acceptor are the same person. There are, 
therefore, primarily only two parties to a promissory note, instead 
of three as in a bill of exchange. 

(ii) A promissory note may be negotiated in the same way as 
a Bill of Exchange. 

(iii) A bank note is a promissory note, issued by a banker, 
payable to bearer on demand. 

Legal Tender.t A tender of payment of money, if made in 
coins which have been issued by the Mint (as provided by law), 
is legal tender. 

In the case of gold coins for a payment of any amount. 

In the case of silver coins for a payment of an amount not 
exceeding forty shillings, but for no greater amount. 

In the case of bronze coins for a payment of an amount not 
exceeding one shilling, but for no greater amount. 

Further, currency notes and Bank of England notes are legal 
tender for any amount (see below). 

« See the Coinage Act 1870, and the Gold Standard Act 1925. 
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Important modifications have been made since 1914 in the law 
relating to currency. We need not discuss these modifications, 
but it is necessary to say something of the provisions of the Gold 
Standard Act, 1925. 

The chief points are as follows: ! 

(i) Currency notes and Bank of England notes are legal tender 
to any amount (as already stated); but no person has a right to 
demand from any one gold coins in exchange for them. (But see 
the next paragraph.) 

(ii) The Bank of England is, however, bound to sell to any 
person who applies at the Head Office of the Bank during office 
hours and pays the purchase price in any legal tender (Currency 
notes, Bank of England notes, Gold coins) gold bullion at the 
price of £3 17s. 104d. per ounce troy of standard gold, but only 
in the form of bars containing approximately four hundred ounces 
troy of fine gold. 

Since standard gold is eleven parts fine, i.e. eleven parts pure 
gold and one part alloy, this price is equivalent to £4 4s. 113d. 
per ounce of pure gold : 


(£3°89375 x 12 


Tt approx. £4:248=about £4 4s. 113d.) 


(1) Conversely, all persons may demand from the Issue De- 
partment of the Bank of England, bank notes in exchange for 
gold bullion at the rate of £3 17s. gd. per ounce of standard gold. 

(iv) Gold bullion may no longer be taken to the Mint for con- 
version into coins by any one except the Bank of England. 


SOME PRACTICAL APPLICATIONS 
Methods in which accounts may be paid. Consider the following 
examples: 
1. William Jackson of Wakefield owes the following amounts 


* See Gregory, ‘The Return to Gold’, The Economic Journal, June 1925; 
and the Gold Standard Act 1925. 
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to the persons (or firms) named; in what way (or ways) will he 
probably pay them ? 


ane Smal 
(a) John Smith—Salary . ; : LOMO 
(b) Wakefield Corporation—Kates . 2 OO 
(c) S. Brown—Caretaker. : : Be CIO 
(d) F. Thomas—Ironmonger, Wakefield : 6 8 
(e) Ransomes, Ltd., Rotherham 3 FPS OOO 
(f) L. Smithson, York 10 6 


(i) He will probably pay John Smith in currency notes, or 
currency notes and silver ; or he may give him an open cheque, which 
John Smith may cash at the bank on which the cheque is drawn. 

(ii) Mr. Jackson almost certainly will pay his rates with a 
cheque payable to the Wakefield Corporation. 

(iii) The caretaker will be paid in currency notes. 

(iv) He will probably pay F. Thomas in cash or by postal 
order 6s. 6d. plus a 2d. stamp affixed to the order. 

(v) He will probably pay Ransomes, Ltd. by crossed cheque; 
or he may accept a draft drawn on him by Ransomes Ltd., pay- 
able at one, two, or three months, as arranged. 

(vi) The amount due to L. Smithson is small, and Wm. Jackson 
may, therefore, send him a crossed postal order. A postal order 
or money order crossed in the same way as a cheque must simi- 
larly be paid into a banking account; it is then collected from the 
post office by the banker and not by the individual to whom it is 
sent. Or he may, of course, send a cheque. 

2. R. T. Johnson desires to send a sum of money to his friend, 
Robert Gooding, who is spending a holiday at the little village 
of X, ten miles from the nearest town. How will he probably 
send the money ? 

The method adopted will depend on the amount. 

(a) If the sum is {1 or less, a postal order would be a convenient 
mode of remittance. It would cost 2d. (14d. or 1d.) poundage for 
the postal order plus 14d. for postage. 

He might, however, send a currency note by registered post, 
and then the cost would be 3d. registration fee plus 13d. postage. 
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(5) If, however, the amount were £5, he could send 

(i) A bank of England note by registered post. Cost 3d. regis- 
tration fee plus 14d. postage; or 

(ii) Currency notes. Cost asin (i). This method would probably 
be preferred, as the notes being of smaller denomination than the 
bank note would be more convenient; or 

(iii) Postal orders. Cost of five £1 orders at 2d. each plus 14d. 
postage, 114d. The cost would probably be decisive against this 
method. 

(iv) Money order. Cost 6d. poundage on the order plus 14d. 
postage. 

(v) Telegraph money order. This plan would be used only in 
the event of urgency. Cost 6d. plus 2d. (extra fee) plus 1s. for 
telegram = Is. 8d. 

(vi) Nowadays, however, many villages have one or more banks 
open once or twice a week. Possibly therefore a cheque or a 
bank draft would be the most convenient medium in which to 
send the money; a cheque could not, however, be cashed imme- 
diately on presentation, unless the local branch had received due 
notice; a bank draft could be cashed at once. 


CHAPTER XV 
THE ENGLISH BANKING SYSTEM 
THE banks of England and Wales may be divided into (1) The 
Bank of England; (2) Other Cheque-paying Banks; (3) The Post 
Office; (4) Trustee Savings Banks; (5) Municipal Banks. 

But what isa bank? Dr. Leaf says : 

‘A bank is a person or corporation which holds itself out to 
receive from the public deposits payable on demand by cheque. 
This does not express more than one part of the business of a bank ; 
but it does express the characteristic by which a bank is . . . distin- 
guished from other financial institutions.’ 

Another well-known writer, Mr. Hartley Withers, says : 

‘The essential function of English banking, which differentiates it 
from other institutions which are very nearly, but not quite banks, 

t Leaf, Banking. 
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is this fact that it gives its customers the right to draw cheques 
against credits arising sometimes from the deposits of cash, more 
often from advances against security or the discounting of bills, and 
is prepared to meet those cheques on presentation by paying coin or 
notes across the counter. The phrase cannot claim the watertight 
completeness of a logical definition, but it is roughly descriptive.’ : 

Or again: 

‘The term Banker is very difficult to define. . . . From the scanty 
~ authority we have to guide us, it seems probable that a person cannot 
claim to be carrying on the business of banking unless he receives 
money or instruments representing money on current account, honours 
cheques drawn thereon, and collects the proceeds of cheques which 
his customers place into his hands for collection. The banker per- 
forms many other functions . . . but this function of receiving money 
from his customers and repaying it by honouring their cheques, as and 
when required, is the one function above all other functions which 
distinguishes a banking business from any other kind of business. 
Dr. Hart in his Law of Banking defines a banker as ‘‘one who, in the 
ordinary course of his business, honours cheques drawn upon him by 
persons from and for whom he receives money on current accounts’’.’2 


Dealing with the same subject from a very practical standpoint, 
Dr. Marshall lays it down that 


“Nearly all the work of an English bank now falls under one of 
two heads. The first consists in the transmission of money, or com- 
mand over money, from one person or corporation to another... . 
The second, and more responsible, part of its work consists in deciding 
to whom it should afford credit, how large those credits should be, 
and on what security they should be based.’3 

We are chiefly concerned in this chapter with the Bank of 
England and other cheque-paying banks, and we will take the 
Bank of England first. 


THE BANK OF ENGLAND 


The Bank of England was founded in 1694 by an Act of Parlia- 
ment which provided for a loan to the government of £1,200,000 
bearing interest at eight per cent. per annum. The subscribers to 


1 Withers, The Meaning of Money. 
2 Sheldon, Practice and Law of Banking. 
3 Marshall, Money Credit and Commerce. 
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the loan were incorporated, with this sum as nominal capital, as 
the Governor and Company of the Bank of England. At first the 
powers of the bank were very restricted, but in 1697 the charter 
was revised, the issue of notes payable to bearer on demand being 
authorized. Moreover, the formation of any other corporation in 
the nature of a bank was forbidden, and the capital was doubled 
by a further advance to the government, the rate of interest being 
reduced to six per cent. per annum. 

The monopoly conferred in 1697 and subsequently confirmed 
was defined by an Act in 1742 as the right of exclusive banking, 
by which was meant the issue of notes, for the Act provided that 
‘no other bank shall be erected, established, or allowed by Par- 
liament, and that it shall not be lawful for any Body Politick or 
Corporate whatsoever . . . exceeding the number of six Persons 
. . . to borrow, owe, or take up, any Sum or Sums of Money or 
their Bills or Notes, payable at demand, or at any less Time than 
six Months from the borrowing thereof’. 

It was clear, therefore, that the issue of notes by partnerships 
of six persons or less and the performance of other banking opera- 
tions by companies or partnerships (with more than six partners) 
was permitted. 

As a matter of fact, notes continued to be issued by the private 
banks in London and by country bankers. In the last quarter of 
the eighteenth century, however, the great advantages of the 
cheque system led the London bankers to discontinue the issue 
of notes, although they did not actually lose the right to do so 
until the Bank Charter Act of 1844. 

The fact that a strict interpretation of the monopoly of the 
bank permitted the establishment of joint stock banks formed by 
companies of more than six persons, was appreciated, but the 
element of doubt prevented the foundation of joint stock banks, 
until in 1826 an Act was passed definitely giving to companies of 
more than six persons the right of issuing notes, if established at a 
greater distance than sixty-five miles from London. 

In 1833, when the charter of the bank was again revised, a pro- 
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vision was inserted that companies and partnerships of more than 
six persons might carry on the business of banking in London 
provided they did not issue notes, with the result that a great 
extension of joint stock banking took place and a new era in the 
history of banking in this country was begun. 

The Bank of England is not a Government Bank, but its func- 
tions include the management of the National Debt, the keeping 
of the Exchequer Balances, and the management of the Note issue. 
It may be described as (a) The Bank of the Government, and 
(6) The Bank of the Bankers. It has, however, comparatively few 
branches, and those only in the largest cities, with the result that, 
notwithstanding the great national position it occupies, it is 
eclipsed, so far as the everyday work of banking is concerned, 
by the great Joint Stock Banks, which are within the reach of 
everybody. . 

The Bank of England almost immediately after its foundation 
occupied a position of commanding importance because 

(a) It was the bank of the Government, and kept the Govern- 

ment balances; 

(b) Its proprietors enjoyed by virtue of their Charter the mono- 

poly in banking of the privilege of limited liability ; and 

(c) As we have seen, no other Joint Stock Company was allowed 

to issue Notes. 

Bank Charter Act. The existing constitution of the Bank of 
England dates from 1844 when the Bank Charter Act was passed. 
It is governed by a board of twenty-four Directors, a Governor, 
and a Deputy-Governor. No banker by profession may be a 
director of the Bank of England, and as a rule the directors are 
chosen from amongst merchants of standing in the metropolis." 

In theory a certain number of directors retire each year and 
are re-elected; in practice, the retiring members are those who 
have not yet served in the two chief offices. 


: There are indications that a change of policy in this respect may take 
place, as some important authorities do not now favour the exclusion of 
bankers as such from the directorate. On this and other developments 
see The Economist of 24th November and 1st December, 1928. 

L2 
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The Bank is divided into two Departments (essentially two 
Banks): 

(i) The Issue Department, which is responsible for the issue and 
redemption of notes; 

(i) The Banking Department which carries on the usual busi- 
ness of banking. It has, however, in consequnce of its unique 
position, certain special features. 

The following is a copy of one of the weekly Bank Returns: 

BANK OF ENGLAND 


Week ended Wednesday, 28th December 1927. 
IssuE DEPARTMENT 


£ £ 
Notes Issued. '. 171,218,435 | Government debt - 8,005,100 
Other securities . 8,734,900 
Gold, coin, and bullion 151,468,435 
171,218,435 ; 171,218,435 

BaNnkKING DEPARTMENT 

is se 
Proprietors’ capital . 14,553,000 | Government securities 48,578,992 
Rest , : . 3,382,834 | Other securities » 74,448,730 
Public deposits . . 14,561,638 | Notes c ; - 32,507,015 
Other deposits . - 123,975,164 | Gold and silver coin . 940,414 

Seven-day and other 
bills : : 4 2,515 

156,475,151 156,475,151 


Issue Department. By the Act of 1844, it was laid down that 
the Issue Department should take over the liability for all Bank 
of England notes in circulation at that time. Against all notes 
issued by the Department, it was allowed to hold £14,000,000 
worth of Government Debt, consisting, as now, of £I1,015,100, 
and other interest-bearing securities to a further amount of 
£2,984,900; but beyond this amount (except as explained below) 
it could issue notes only against the precious metals. The Act 
allowed one-fifth of the coin and bullion to be silver, but the Bank 
ceased to hold silver for this purpose more than sixty years ago. 

From the return above, it will be seen that the Note Issue 
against securities amounts to £19,750,000. The additional amount 


Pore ENGDISH BANKING SYSTEM 149 


is the result of a provision in the Act of 1844 under which the 
Bank is allowed to issue against securities notes to the value of 
two-thirds of the amount previously issued by banks whose right 
of issue has lapsed. 

Circulation. To arrive at the net circulation, it is necessary to 
deduct the Notes held by the Banking Department, {32,507,015 
from the Notes Issued £171,219,435, the difference in the week 
under review being roughly £138,700,000. Of this amount, a very 
large proportion is held in the form of till money by the banks, 
as Bank of England notes are not used very freely and generally 
by the trading public. 

It is the Issue Department which buys gold for the Mint. 
Section 4 of the Bank Charter Act runs: ‘All persons shall be 
entitled to demand from the Issue Department of the Bank of 
England, Bank of England Notes in exchange for gold bullion, 
at the rate of £3 17s. 9d. per ounce of standard gold...’ This 
section remains in force notwithstanding the provisions of the 
Gold Standard Act, 1925. 


The Banking Department. 

(a) The first item on the liability side of the Balance Sheet 
needs no explanation. 

(b) Rest (£3,382,834) represents Undivided Profits, and it is 
never allowed to fall below £3,000,000. 

(c) Public Deposits (£14,561,638) represent Exchequer Balances, 
Savings Banks’ Deposits, Balances of the Commissioners of National 
Debt, and Dividend Accounts. 

(d) Other Deposits (£123,975,164) consist of the deposits of 
individuals, the balances of the London Clearing Bankers and of 
the other banks of the country. 

(e) Seven Days and other Bills (£2,515) are Bank Post Bills 
drawn by one Branch of the Bank on another Branch in exchange 
for cash. The Bank makes no charge, its remuneration consisting 
of the interest on the money paid for the bill from the date of 
issue to the date it is presented for payment. Unlike the ordinary 
Bill of Exchange, no days of grace are allowed. 


io THE ENGUISHY BANKING SYSiEM 


(f) Government Securities (£48,578,992) represent the Bank’s 
holding in Government Paper of various kinds, e.g. Treasury 
Bills, Exchequer Bonds, and Claims in respect of loans to the 
Government. 


(g) Other Securities (£74,448,730) consist of all other forms of 
security held by the Bank, e.g. the investments of the Bank in 
Imperial and Colonial Government Bonds, Municipal Debts, De- 
bentures, Bills of Exchange, and Claims in respect of loans. 


(A) The next item (Notes) * has already been dealt with. 
(t) The last item is self-explanatory. 


The Bank Reserve of the Banking Department. The Reserve 
consists of the Bank’s gold coin and bullion. The percentage 
which the reserve bears to the external liabilities is found by 
calculating the proportion between the notes and gold and silver 
coin in the banking department and the total external liabilities 
of that department. 

On the given date (28 December 1927) it was approximately 
ASSO) ee, ene ese this Return with 
Bas, =24'1I. It is interesting to compare this Return wi 
the Returns on certain other dates—one just before the outbreak 
of the war, one a year later, and a third after the war had ended: 


IQI4 IQI5 1919 
July 8. July 7. July 9. 
£ £ e 
Coin and Bullion ; - 39,599,970 53,204,147 88,670,445 
Circulation (Notes) . - 29,531,190 35,073,135 79,595,430 
Deposits . : ; - 56,368,561 207,758,332 230,010,622 
Securities (Banking Dept.). 45,837,595 188,961,798 220,281,576 
Reserve . : : . 28,518,780 36,641,012 27,525,015 
% of Reserve to Liabilities. 503 172 12 


The relationship between the various items may be conveniently 


grasped by a study of the condensed and slightly rearranged 
accounts shown below. 


* These notes are equivalent to gold, as they could be cashed in the Issue 
Department. 
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BANK OF ENGLAND 
Week ended Wednesday, 28th December 1927 
IssuE DEPARTMENT 
(All figures are given in million fs.) 


Notes issued: Government debt and securities: 


Against securities . . 19°75 | Original debt . ce ERI) 
Against gold . : . 51°47 | Securities : OT 
Se LOST) 
Gold coin and bullion ts 0 y7, 
D722, 17122 
BANKING DEPARTMENT 
Proprietors’ Capital and Securities : A 23°03 
Rest : : 17:94 | Notes, gold and silver coin = 33°45 
Deposits, &c. . : . 138°54 
156°48 150°48 


There can be no question as to the great importance of the 
Bank’s Reserve. For years before the war, discussions went on 
concerning the position of the Joint Stock Banks in this matter. 
It was urged by some authorities that the single reserve system 
was scarcely adequate to the needs of the time, and that the 
dependence of the Joint Stock Banks on the Bank of England 
was too great, and placed too heavy a responsibility on it. 
Theoretically, the Bank of England admits no special duties as 
the guardian of the Banking Reserve of the country; indeed, it 
was at one time claimed on behalf of the Bank that ‘the more the 
conduct of the affairs of the Bank is made to assimilate to the 
conduct of every other well-managed Bank in the United Kingdom, 
thebetter forthe Bank, andthe better forthe community at large ’.! 

But, as a matter of fact, the Bank exercises a special responsi- 
bility, because its position, not only in relation to the Govern- 
ment but to the other Banks also is unique. 

Till Money. It used to be said that the money held by the other 
Banks was merely ‘till money’, adequate to meet the normal 
demands upon the resources of each Bank from day to day, but 
quite insufficient to stand a ‘run’, This was probably true years 

t Bagehot, Lombard Street, pp. 172-3. 
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ago, but latterly the idea as to what constitutes adequacy has 
been a good deal broadened. 

Before the war, the condition of the reserve of the Bank of 
England could be predicted with some certainty; at certain times 
of the year, the amount of gold in the Bank normally increased, 
at others it decreased. The causes of these fluctuations were well 
understood and were allowed for; for instance, in the early 
autumn there was a ‘drain’ of money from the Bank by holiday- 
makers who, going away from home and their familiar haunts, 
carried notes and gold with them. Naturally it took some little 
time for this money to return, as it ultimately did, to the Bank. 
At the same time of the year the expense of getting in the harvest 
necessitated the use of more currency and similarly depleted the 
Bank’s stock of gold. Periods of prosperous trade diminished the 
Reserve, as more circulating capital was needed to pay wages 
and to meet the other expenses which expanding trade neces- 
sarily caused. A drain on the Bank was checked by the device of 
raising the Bank Rate.t When the drain was of an exceptional 
character, the rate was raised with great promptitude, e.g. in 
1914 it stood at 3 per cent. during part of the year, but on the 
outbreak of war it was quickly raised to ro per cent. 


CHAPTER XVI 
THE ENGLISH BANKING SYSTEM (continued) 


Other Cheque-paying Banks. The chief provincial banking busi- 
ness and a very large proportion of the general banking business 
of London is done by the Joint Stock Banks several of which, in 
consequence of their rapid growth, due to amalgamations and 
absorptions, have become almost national. Some of the tendencies 
of the last thirty years may be briefly mentioned. 

Recent Tendencies. 

(i) The old-fashioned private banks with their strictly local 
and country associations have almost disappeared. The change 


* The Bank Rate is the advertised rate at which the Bank of England 
will discount approved bills of exchange; the market rate is usually 
a little lower. 
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has not taken place all at once; in many cases private banks 
carrying on business in the same or closely contiguous areas have 
first amalgamated to form a still relatively small limited liability 
banking company with branches in perhaps one or two counties 
only. After a few years these ‘County Banks’, if we may so term 
them, have been more or less gently forced by the trend of events 
to amalgamate with larger banking houses having offices in Lon- 
don, so that, although there are still some comparatively small 
joint stock banks the banking world is more and more dominated 
by the giants, five in number—popularly known as ‘ The Big Five’. 

(ii) Asaconsequence,the generalinvesting publicownsbankshares 
and is intimately and directly interested not only as customers, but 
alsoasshareholders,in thesuccessand financialstability of the banks. 

(iii) The adoption of the Joint Stock System has led to the 
publication of Balance Sheets, and notwithstanding possible ‘ win- 
dow dressing’ this publicity has undoubtedly had a most healthy 
effect on banking operations as a whole. 

(iv) The size of the banks enables them to conduct their business 
on safer lines. A little bank carrying on business in a country town 
could not afford,or, atleast, would be very reluctant torefusean over- 
draft to a powerful customer, even if the security he offered were 
scarcely adequate, whereas the local manager of a large bank can 
refer doubtful cases tohishead office without fear of giving offence. 

(v) There has taken place a great extension of banking facili- 
ties. Branch banks are now being opened in ever increasing 
numbers in small places and in the suburbs of towns. These 
branch banks, on account of their convenience, the facilities they 
offer to local residents by their willingness to open small accounts, 
serve very useful functions to the community, and they are of 
great value, not only to the banks themselves, but also to the 
money market, to which they serve as ‘feeders’. 

The Joint Stock Banks are, as we have said, pre-eminently the 
banks of the business world. The Bank of England has only ten 
branches and sub-branches, the five big banks have several thous- 
and branches. If the figure may be permitted their nets are 
relatively very large and the meshes small. 
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For convenience of study and comparison, we may summarize 
this balance sheet as follows: 


LIABILITIES ASSETS 
(In million {£s.) 


Issued Capital 9°32 | Coin, Bank, and Currency Notes and 
Reserve - ‘ : 9°32 | Balances with Bank of England . 31°59 

18°64 | Balances with, and cheques in course 

Profit and Loss Balance . eax | of collection on other Banksin Great 
Current, Deposit, and other Accounts | Britain and Ireland. Fe Pome 
(including Note Issue) . . . 280°63 | Money at Call and Short Notice . 36°52 
Acceptances, Endorsements, &e. - 12°57 | BillsDiscounted . - 36°84 
Investments . 43°03 

Advances to Customers and other Ac- 
counts 137'05 

Liability of Customers ‘for Accep- 

tances, Endorsements, &c., as per 
contra O ee eT 
Bank iad other Premises’ “ : 4°31 
313°05 313°05 


We may compare this Balance Sheet (or that of any of the 
other banks) with the following suggested Monthly Statement to 
be published by Banks, which appears in Appendix I of the 
‘First Interim Report of the Committee on Currency and Foreign 
Exchanges after the War’, published in 1924 (Cd. 9182) : 


LIABILITIES ASSETS 
Capital: fio | Cash: £i | 
Registered £ Z ‘ : (1) Coin, Bank, and Currency het 
Subscribed £ "2 aul Notes and _ Balances 
Paidup . 3 eit with the Bank of Eng- 
Reserve Fund : : land z Re 
Current, Deposit, and other | (2) Balances. with London 
Currents . ig Clearing Agentsand with | 
Acceptances . | other Banks, Bankers, | 
Endorsements, Guarantees and | or Banking Companies 1 otk 
other obligations ‘ cy in the United Kingdom f£ sien 
Notes in Circulation . : (3) Items in transit . oo a 
Money at Call and at Short Notice 
British Bills of Exchange 
Foreign Bills, Foreign Bank Bills and 
Domiciled Bills 5 4 
Balances abroad 5 : | 
Investments: | 


(x) Securities of or guaranteed by | | 
British Government | 
(2) Indian and Colonial Government 
Securities, British Corporation 
| Stocks, British Railway Deben- 
| | tures and Preference Stocks 
Ey el (3) Other Investments ‘ : | 
| Loans and Advances " 4 fe 
I | Other Assets . c 5 Ea ee 
1, Gt | Bank Premises. | 
Liabilities of Customers for Acceptance ad 
| as per contra | 
| Liability of Customers for Endorse- | 
; | ments, Guarantees and other obliga- | 
| | | tions, as per contra . . ay 
| 


56 THE ENGLISH BANKING SYSTEM 


The Westminster Bank, taking the amount of its Deposit and 
Current Accounts as an index, is not the largest of the Joint 
Stock Banks, but it is a very large bank and it is, of course, one 
of the ‘big five’ already mentioned. 

The following comparison of the figures of the preceding balance 
sheet with those of the Banking Department of the Bank of 
England is interesting. (The figures for the Bank of England are 
those for the week ended 28th December 1927) : 


LIABILITIES ASSETS 
(Figures are given in million fs.) 

West- West- 
B.of E. minster _ B.ofE. minster 

Depositors, &c., : - 138°54 280°63 Investments, Bills  Dis- 
Capital, Reserve, Undivided counted and Advances . 123'03 21692 
Profits . 6 0 . 17°94 19°85 Business Premises . ‘ 4°31 
Cash 3 ‘ : + 33°45 32°59 
Money at Short Notice, &c. 47°66 
156748 300748 156748 300°48 


The reader will readily understand why the figures are dif- 
ferently grouped, and why the item ‘Acceptances and Endorse- 
ments’ which appears on both sides of the balance sheet of the 
Westminster Bank, have been omitted: 

Work of the Banks. An examination of the Balance Sheet of 
the Westminster Bank, taken in conjunction with the explana- 
tions given in the previous chapter, will enable us to form some 
idea of the work done by the Joint Stock Banks, which are 
pre-eminently the banks of the business and professional com- 
munity. : 

(i) They accept money on deposit account from the public and 
allow interest thereon. The money so deposited may in practice 
be withdrawn at any time, although there is usually a proviso 
requiring notice of the intention to withdraw, and it is under- 
stood that such notice will normally be given. 

(u) They accept money on current account. A current account 
is one into which payments may be made, and from which money 
may be drawn at any time. A banker is required to honour (i.e. 
to pay) his customer’s cheques on demand, so long as he has 
sufficient funds of that customer in his hands. Interest is not 
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usually allowed on small current accounts. Banks may, however, 
pay interest on an adequate agreed minimum balance; but 
it may be reasonably argued that such a minimum is really a 
deposit. 

Interest is now allowed even by some London banks on current 
account, and on a more extensive scale than before by provincial 
concerns.! Banking practice in this matter and also in respect of 
charges made for keeping current accounts is very different in 
different parts of the country. 

(ui) They lend money in various ways, e.g. 

(a) To bill-brokers and stock-brokers—‘ Money at Call and 
Short Notice.’ 

(b) To business and other customers by granting loans or 
allowing overdrafts—‘ Advances to Customers.’ 

(c) To customers who desire to discount bills, i.e. the bank 
cashes the bill before the due date and charges discount 
for so doing—‘ Bills Discounted.’ 


(iv) They enable customers to make foreign remittances by 
means of bankers’ drafts, &c. 

(v) They assist customers in making investments. 

(vi) They assist companies to issue capital by receiving pay- 
ments made by shareholders, or prospective shareholders; help in 
the flotation of loans; act as Trustees and Executors, &c. &c. 

An inspection of the Balance Sheet will also help us to form an 
idea of the ways in which banks obtain their incomes. 

Incomes of the Banks. 

(i) For money lent they charge interest. The rate of interest is 
greater than that allowed on deposit accounts. Moreover, as we 
have seen, on much of the money in their possession on current 
account, they allow no interest whatever. 

(ii) Their investments bring in a large sum, e.g. in our typical 
Balance Sheet the investments amount to over £43,000,000. 


« Sykes, ‘Effect of English Bank Amalgamations’, Economic Journal, 
December 1925. 
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(iii) They charge a small percentage on the turnover for the 
collection of cheques and for keeping current accounts generally. 
In detail and in proportion to the sums handled, these amounts 
are very small, but the aggregate is, of course, a very consider- 
able sum. 

(iv) They often own their business premises, and if they are too 
large for their own use they obtain rent for the part they let. 

(v) They make charges for various other services they render 
to their customers. 

Bankers’ Clearing House and Collection of Cheques. We saw in 
the preceding chapter and also incidentally in the immediately 
preceding section that bankers collect cheques for their customers. 
We have now to explain briefly how this work is done. The pro- 
cedure differs according to circumstances: 

(i) The drawer and payee may be customers of the same bank. 

(i) The drawer and payee may be customers of different banks, 
but in the same town. 

(iii) The drawer and payee may be customers of banks situated 
in different towns. 

We will take these in order: 

(i) A and B are customers of the same bank: 

(a) A gives to B an open cheque for £5. B cashes the cheque, 
i.e. he obtains the money from the bank. Taking the 
transaction by itself, the effect will be that A’s balance 
at the bank will be diminished by (5, and the bank 
will have £5 less in cash. 

(0) A gives B a crossed cheque for £5. Suppose A’s balance to 
have been {x and B’s balance £y. B now pays the 
cheque in to his credit, with the result that A will then 
have to his credit £(* — 5) and B to his credit £(y + 5). 
The funds of the bank are unchanged. 

(ii) If the banks are situated in the same town, two different 

conditions arise: in the large provincial centres, such as Man- 
chester, Liverpool, and Birmingham, there are local clearing 
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houses, but in the smaller towns there are no clearing houses. If 
there is a local clearing house cheques drawn on Jocal banks are 
passed through it, all other cheques being sent to the London 
Offices of the respective collecting banks and passed through the 
London Clearing House. (See also next section.) 

If there is no local clearing house, cheques drawn on local banks 
are exchanged between the banks themselves, e.g. customers of 
bank A pay in cheques drawn on bank B to the amount of 
£10,000; customers of bank B pay in cheques drawn on bank A 
to the amount of £8,500. Here the cheques are exchanged and 
bank B pays bank A the difference (£1,500) in cash or by draft. 
The effect of these transactions will, therefore, be: 

Bank A credits its customers with £10,000—the amount they 
pay in, and debits its customers with £8,500—the amount they 
draw out, the remaining £1,500 being paid to bank A by bank B. 

Bank B, of course, does precisely the opposite. Possibly bank 
A sends a clerk to bank B one week and bank B sends to bank A 
the next and so on throughout the year. 

Postal orders are cashed each day at the local post offices; 
money orders payable locally are treated in the same way, the 
others being sent to the London Head Offices. In London, the 
General Post Office pays the banks for the postal orders, &c., pre- 
sented by giving to each a transfer (or credit) drawn on the Bank 
of England. 

(iii) If the drawer and payee are customers of banks in different 
towns, the cheques are collected through the medium of the 
Bankers’ Clearing House. The London Clearing House is for 
obvious reasons the most important of all the Clearing Houses, 
immense sums passing through it every year. Before it was estab- 
lished, the custom had been to present the cheques each day at 
the banks on which they were drawn in the manner already indi- 
cated as obtaining in the smaller provincial towns still, but as 
banking business grew the method was found to be cumbrous and 
costly, necessitating an ever-increasing staff. Accordingly, in the 
year 1775, some private bankers in London agreed to hire a room 
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conveniently situated to which their clerks could resort in order 
that they might effect the exchange of cheques expeditiously and 
without so much unnecessary travelling from bank to bank. 

Until 1854 the private banks enjoyed the monopoly of this 
privilege, but in that year Joint Stock Banks were admitted and 
ten years later the Bank of England participated in the arrange- 
ment ; it is now the bank of the Clearing House and all the Clearing 
Bankers keep accounts at the Bank of England. 

The whole of the arrangements are devised in the interests of 
economy of effort and the rapid exchange of debits and credits. 

The reader will more easily appreciate the simplicity of the 
operations by a further reference to the procedure when cheques 
are drawn by, and made payable to, customers of the same bank. 

Suppose a number of customers (A, B, C) of a bank wish to 
pay to various other customers (X, Y, Z) of the same bank, 
cheques amounting in the aggregate to £2,000, it is clear that on 
the presentation of the cheques all that would be necessary would 
be for the bank to debit A, B, C and to credit X, Y, Z with 
the amounts of the respective cheques. The amount of the assets 
and liabilities of the bank itself would be unaffected. 

Again, if the customers of bank A pay into their accounts 
cheques to the value of {1,000 drawn in their favour by customers 
of bank B, and customers of bank B pay into their accounts 
cheques of the same amount drawn in their favour by customers 
of bank A, the £1,000 payable by bank A to bank B is ‘set-off’ 
by the £1,000 payable by bank B to bank A. If, however, there 
is an inequality in the total amount of the cheques drawn by the 
customers of respective banks, the difference is all that needs to 
be settled. 

The method adopted in connexion with the Clearing House is 
this plan of the settlement of differences. 

(i) Every member of the Clearing House has an account at the 
Bank of England, and, in addition, there is in the books of the 
Bank of England a Clearing Bankers’ Account. 

(ii) Every day each Clearing Bank receives cheques for the 
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credit of its customers and the customers of the banks for which 
it acts as London Agents. These are known as its out-clearings— 
and, similarly, every day cheques are drawn by customers of each 
clearing bank, which that bank has to meet or pay. These are its 
in-clearings. 

Let us say that on a given day the owt-clearings of bank A 
amount to £1,000,000 and its in-clearings to £950,000, then it 
is clear that on balance there is due to the bank £50,000. Accord- 
ingly, the Bank of England will be instructed to credit the account 
of bank A with £50,000 and to debit the Bankers’ Clearing Ac- 
count with a similar sum. The procedure, if bank A on balance 
had had to pay £50,000 would be precisely the reverse—bank A 
would be debited with £50,000 and the Bankers’ Clearing Account 
credited. 

There are four Clearings each day: 

Town—Morning and Afternoon; Metropolitan; and Country. 

The Clearing for which a cheque is designated is always indi- 
cated by its appropriate initial T, M, or C, printed on the left- 
hand side at the bottom of the cheque. 

Town cheques are those drawn on banks within a certain 
limited radius of the city; metropolitan cheques are payable in 
London, but outside the limits for town cheques, and country 
cheques are those drawn on provincial banks. 

Below is a List (condensed) of Clearing Banks—Town and 


Metropolitan: 


VY LIST OF BANKS INCLUDED IN THE TOWN VW 
CLEARING 


1 BANK oF LIVERPOOL & Martins, Courts & Co. 
LIMITED. 15, Lombard Street, E.C. 


68, Lombard Street Gtyn, Mitts & Co. 
67, Lombard Street, E.C. 


BARCLAYS Bank LIMITED Lioyvps BANK LIMITED. 
Head Office: Head Office: 
54, LOMBARD STREET, E.C., and 2, GRACECHURCH STREET, E.C., 
numerous branches. ~. and numerous branches 


1 “Now Martins Bank Limited. 
M 
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MIDLAND BANK LIMITED. Head Office: 
Head Office: 15, BisHopsGATE, E.C., and 
5, [THREADNEEDLE STREET, E.C.., numerous branches 
and numerous branches WESTMINSTER BANK LIMITED. 
Head Office: 
NATIONAL BANK, LIMITED. at, eas EC. and names 
NATIONAL PROVINCIAL BANK ous branches 
LIMITED. WILLIAMS DEACON’S BANK, LIMITED. 


LIST OF BANKS AND BRANCHES INCLUDED IN 


THE METROPOLITAN CLEARING 


BANK OF ENGLAND HOARES, 
Law Courts (Cleared through Glyn & Co.) 
Western Fleet Street 
Bank oF LivERPooL & Martins Lioyps BANK LIMITED 
LIMITED. 67 branches 
2 branches MIDLAND BANK LIMITED 
BARCLAYS BANK LIMITED. 116 branches 
148 branches NaTIONAL BANK LIMITED. 
Coutts & Co. 12 branches 
3 branches NATIONAL PROVINCIAL BANK 
GLyn, Mitts & Co. LIMITED. 
2 branches 63 branches 
GRINDLAY & Co., Ltp. WESTMINSTER BANK LIMITED, 
(Cleared through Coutts & Co.) 108 branches 
Parliament Street WILLIAMS DEACON’s BANK, LIMITED. 
4 branches 


Cheques drawn on branches of the London Clearing Banks not included 
in the above lists will be marked C in bottom left hand corner and must 
be included in the Country Cheque Clearing remittances. 


The History of a Cheque (see opposite page). 

1. The cheque is sent by John Smith of Sheffield through 
the post to Thomas Paterson. 

2. It is paid (probably with others) by Thomas Paterson into 
his account at Barclays Bank Ltd. at Y (i.e. any other provincial 
town). 

3. It is sent (with others) by Barclays Bank at Y to its head 
office in London. 

4. It is entered (with others) on the appropriate Forms (see the 
following pages) and taken to the Country Clearing, Barclays 
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Bank being credited with the amount, and Lloyds Bank debited 
in the manner already described on p. 160. 
5. Lloyds Bank at Sheffield receives the cheque from its Head 
Office in London, and debits John Smith’s account with the 
amount. 


v Smith 


Ke IVE er 


SHA FIELD 27% February 1929 


ASO —. 


GY 


bh 


( 


|ired Boyd Mod Bs) 
’ Thewy 


Pay 


18 
the sum of 


N° 4729 


Following are examples of blank forms used by the banks for 
Town, Metropolitan, and Country Clearings respectively; their 
uses are indicated by the forms themselves: 


16 
: Branch No.| BARCLAYS BANK NNT/: 
| TOWN CLEARING. 


A Separate List to be used for each Clearing Bank.) 


For Credit of Branch 


Clearing Bank . 


Branch drawn on 


165 
Branch No BARCLAYS BANK YS BANK LIMITED 


SUMMARY. 
TOWN CLEARING. 


For Credit of 


oe on Besar CasoRisABKsaANOSINENITOND Branch 


192 


hha Ee 
Glyn 

bloyds ns at 

Midland, Prinees St. & Lothbury _ 
Midland, Thread. St. & Overseas 
Midland Branches ooo. 
National one seinitememtced|an 
N.P., Bishopsgate St.0v oo: 


N.P., Princes St. & Branches .. 


166 


Branch No. ec BANK LIMITED. [mM] 
oe METROPOLITAN CLEARING. 
(A Beparate List to be used for each Clearing Bank) 


For (Credit of iano aouinannnacares Branch 


Clearing Bank:naci scence urcamernre tenance aairnee 


Branch Drawn on 


sworn [BARCLAYS BANK LIMITED. 167 
SUMMARY. 


METROPOLITAN CLEARING, 
For Credit of 
nate on EE in ete Remsen arr etas ema Meera «Cd Y 14 


watmnik 9) 


Bank of England £2 
Cox .... 
Westminster 
Glyn .... 
Lloyds 


Midland 


National 

National Provincial 
Coutts ee 
Williams... ae 


Barclay ree ae 
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COUNTRY CLEARING. | | 


Branch No. 


BARCLAYS BANK LTD. 22 


COUNTRY CLEARING. 
SUMMARY. 


Barley occas cane BA rratbonate ea wine kieran, 


Westiminstensyec.c oe | meee erene ee ee Ora 


Bank of L’pool & Martin 
NatlOn aL rrcetccamnsertt || eminancanc ance licasane erate 
NationalProvinclalwccces|lnmcancce tara caren 


WH TOINSee ry reeterrcccesaietantereel tcc nen ptiias oncom more baunntetences 


TOTAL...£ 


ee Branch No] BARCLAYS BANK LIMITED. 
SUNDRIES Ctearina. 


SECTIONS, 

1. Walks. 
2. Paymaster Ie Separate List 
3 Cheques and Bills on Bank of England. to be used 
4 Government Dividends on Bank of England. {for each Section 
5S Money Orders 
6 Inland Revenue 

POR Credit SOF i canrstrormuninnssinnrevininoninanacanetees Branch 


Sascireniiertssrnmuarnrneren a> COLON 


Branch No. BARGLAYS BANK LIMITED. 


SUMMARY. 
SUNDRIES CLEARING. 


For Credit of 


w. Branch 


on Bank o 


07t 


172 SCOTCH, IRISH, &c., CLEARING. 


For Credit oti ccucc can meanness Branch. 
A separate List to be 
used for each heading 
Shectien: Sous SERS TEST Re RO CL crc 
Sreteen hae 
Recta arerncatsnep nh mianvei taunt nuasene sitet NO2.ee55 
BANK. TOWN, AMOUNT. 
Pees ees (elles 
Sa oe elt 
ar aes [ 
ea ag (iS 
Es ey es 
en ee iis 
ee eee ES 
ae See 
+ 
hee See 
Sere Bee eae ee ea 
ee eer 
ae Ser 
Se Se 
Reames Seems (oT) 
ee rae 5) 
eg ee (5 
ae Pee Se 
Bae Se 
ees Se 
eee eee Fy 
Eee Fe) Fs | 


SUMMARY. 


SCOTCH, IRISH, CHANNEL ISLES, ISLE OF 
MAN, AND SCILLY ISLES CLEARING. 


For Credit of 


Scotch ... 


Channel 
Islands... 


Isle of Man... 


Scilly Isles 


173 


174 


BRANCH CLEARING. 
for Credit Of xmmemmtares nese Branch. 


Branch No. 


For Cheques on Country Branches of Barclays Bank Limited only 


BRANCH. 


Summary of Remittance 


TOTAL as entered se 
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The following summary from The Economist gives (in millions 
of pounds) particulars of the Returns for various Clearing Houses: 


BANKERS’ CLEARING RETURNS (000’s omitted) 


Town Metropolitan Country Total 
Week ending Decem- Z£ ee fe i 
ben zn, 5O277 : 720,188 35,915 61,100 817,203 


Total for 1927 to De- 
@ember 200027 les 30;325;202) 1,741,870 | 25904555549 41,012,627 
PROVINCIAL CLEARING RETURNS 
Month of November 


1926 I927 
Number of Working re : : ; 26 26 
Birmingham . : ; . £10,392,000 £11,849,000 
Liverpool . : . ; ; - 34,750,000 38,602,000 
Manchester : . 57,124,000 60,787,000 


(There are Staal Fonses ae at Bradford, Bristol, Hull, Leeds, 
Leicester, Newcastle-on-Tyne, Nottingham, and Sheffield). 


According to the latest Banking Supplement of The Economist, 
the following are the Joint Stock Banks of England and Wales. 


Aggregate Deposits 
£ (millions) 


Bank of England (Banking Department) . 12275) 2% Sept. 1927, 
Barclays Bank Limited . - > *308-5 30 June 1927 
Bank of Liverpool and Martins Taratted ; 58-9 5 
Coutts & Co. . : : ; , : 18-2 i 
District Bank Limited . : : ; 50°8 - 
Glyn, Mills & Co. . ; 32:0 ¥ 
Lancashire and orlshice eae Paaited ; 23:3 - 
Lloyds Bank Limited. ‘ 353°9 is 
Manchester and County Bank Laniited ; IQ'L on 
Midland Bank Limited . 3 : ; 376°5 “i 
National Provincial Bank Limited . : 258°7 ce 
Westminster Bank Limited 3 : 3 272'1 bss 
Williams, Deacon’s Bank Limited . ‘ 32°1 rr 
Yorkshire Penny Bank Limited ; E 27°5 ¥ 


And there is in existence one Private Bank (Messrs. Charles Hoare 
& Co.) with an amount due on Current and deposit Accounts of 
£3°8 millions (5th July 1927). 

* The figures for Barclays and most of the other banks include the 
balance to the credit of the Profit and Loss Account. The amount is 
relatively small, however, and does not seriously affect the comparative 
figures. 

t The Economist Banking Supplement, 8 October 1927. 
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The result of recent changes has been greatly to reduce the 
number of separate banking companies, and consequently with a 
few exceptions, nearly all the provincial banks are now branches 
of banks with head offices in London. 

Branches of the same Banking Company. A considerable simpli- 
fication in clearing and collecting cheques has resulted, e.g. bank 
A in Worcester receives cheques from its customers drawn on 
(i) branches of the same bank, and (ii) banks under a different 
proprietorship. If the banks in (i) and (ii) are in the same town 
the method of dealing with cheques is that already described; 
but if they are outside Worcester, the cheques are sent to the 
London Head Office. The cheques drawn on fellow branches are 
passed through the Head Office Clearing House, i.e. the bank does 
its own clearing, but cheques drawn on banks under a different 
proprietorship are passed through the London Clearing House. 

Post Office. If the definitions given at the beginning of this 
chapter are accepted, it is extremely doubtful whether the other 
institutions named are entitled to be regarded as banks, but 
certain of their functions of a banking character make it desirable 
to give them separate mention. 

The Post Office receives money on deposit and allows interest 
at the rate 23 per cent. per annum, but not on fractions of £1, 
and only on amounts which remain on deposit a complete calendar 
month. The security is that of the British Government, and in 
this respect, the Post Office enjoys a privilege which the other 
banks lack. 

Moreover, the Post Office does what may be described as a 
large retail banking business by issuing money orders, postal 
orders, selling National Savings Certificates, and so on. 

Trustee Savings Banks. Savings banks were started by private 
persons with the object of encouraging thrift; they accepted the 
smallest sums and paid the highest possible rate of interest, the 
intention being that all profits should go to the depositors, 
the barest possible management expenses being deducted from 
the income. 
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In 1817, two Acts of Parliament were passed authorizing the 
establishment of Trustee Savings Banks, the Trustees and Mana- 
gers of which were not to make any profits, the whole income 
subject only to the deduction of management expenses being 
allocated for the benefit of the depositors. 

In Birmingham there is a Municipal Bank for the encourage- 
ment of thrift under the control, as its name suggests, of the 
City Council. 


CHAPTER XVII 
THE STOCK EXCHANGE AND INSURANCE 


‘A stock exchange is an association composed of persons who trade 
in public stocks and conduct their business in conformity with settled 
rules and usages.’ 

‘For a long while stock exchanges were concerned chiefly with the 
obligations of Governments; but much of their attention is now given 
to the securities of joint stock companies.’ ! 


London Stock Exchange. The London Stock Exchange is the 
most important market in this country—and one of the most 
important in the world—for dealing in stocks and shares. It is 
the highest type of centralized market, since the goods in which it 
deals conform more closely than any other commodities to the 
conditions which render such a market possible: 

(i) Stocks and shares are easily graded and described, e.g. ten 
£1 Ordinary Shares in the X. Y. Z. Company are of exactly the 
same kind and value as any other ten {1 Ordinary Shares in 
that Company. 

(ii) The transfer of ownership can be very quickly and easily 
effected. 

(ii) The cost of carriage is negligible, consisting merely of 
postal charges. 

(iv) The market is as wide as the nature of the stock or shares 
requires; the market in the shares of a Manchester company of 

t Marshall, Money, Credit, and Commerce. 
N 
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merely local repute will be local as the interest in the company is 
confined within a relatively narrow radius. On the other hand, 
the market in the shares of a company of national or almost 
national repute (for instance, such companies as Lloyds Bank, 
Liptons, or Lever Brothers) is correspondingly wide, whilst the 
market in State securities may be world-wide. 

Provincial Stock Exchanges. There are Stock Exchanges in 
various large provincial centres of the United Kingdom, the mem- 
bers of which deal largely in the stock and shares of the local 
corporations of various kinds, as well as in those of national and 
international importance. It will, however, be sufficient to give 
a brief account of the London Stock Exchange. 

In r80r a number of men interested in dealings in Stocks and 
Shares raised a capital of £20,000, divided into 400 Shares of £50 
each, and started a new institution in London for the purpose of 
their business. The Exchange was opened in March 1802, with 
about 500 subscribers. 

Management. The affairs of the Stock Exchange are in the 
hands of two bodies—one, the managers representing the share- 
holders in the property, and the other, known as the Committee 
representing the members of the Exchange. There are thirty 
members of the Committee, including a Chairman and Vice-Chair- 
man. The functions of the Committee are very important, as 
they control the Stock Exchange and administer all its rules and 
regulations. As, however, they come up for annual election, the 
members of the Committee are kept in touch with the general 
body they are appointed to serve. No member of the Stock Ex- 
change is allowed to advertise or to issue circulars except to his 
own clients, and periodically a notice appears in the Press drawing 
attention to this rule. The Provincial exchanges issue similar 
notices, sometimes followed by a complete list of members. 

Membership. Members of the Stock Exchange, or ‘the House’ as 
it is familiarly described, may be classified as follows: 

(1) Jobbers; (2) Brokers; (3) Clerks: (a) Authorized, (b) Un- 
authorized. 
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1. The Jobbers are Wholesale Dealers, buying from and selling 
to Brokers. It should be noted, however, that Jobbers are pecu- 
lar to the London Stock Exchange. 

2. The Brokers, on the other hand, act as agents for the general 
public, i.e. they buy and sell not as principals but as agents. 

3. (a) Authorized Clerks are members of the House, having 
authority to buy and sell for their employers; (b) Unauthorized 
Clerks have the right of entry to the House, but are not permitted 
to buy and sell. 

The Jobber is a specialist in his market, and confines his atten- 
tion to a particular class of security. He attends at a special part 
of the floor of the house, varying with the market in which he 
does business; he makes his profit by means of what is known as 
the twrn of the market, which is the difference between his buying 
and selling prices; e.g. when the Jobber is asked the price of a 
given security (i.e. to make a price) he names two figures, the lower 
the one he is prepared to pay, the higher the one at which he is 
prepared to sell, let us say, 63 — 64. 

When a jobber has quoted a price he is bound by Stock Ex- 
change rules to deal in the quoted stock or shares, although the 
broker does not indicate in which capacity, whether as a buyer or 
a seller, he is approaching the dealer. The rules fix a limit up to 
which the jobber must, if required, be open to transact business 
in the stock or shares which he offers to buy or sell. 

Methods of Business. When a member of the public wishes to 
sell a security quoted on the Stock Exchange, he goes to a broker, 
and asks him to act for him; or, possibly he asks his banker to 
instruct a broker on his behalf. The broker, having received in- 
structions, goes to the particular part of the House in which 
jobbers who deal in the given security are usually to be found and 
asks a jobber to make a price. This the jobber does in the manner 
just indicated. If the broker accepts the offer of the jobber, the 
transaction is carried through at the lower price—the price at 
which the jobber was willing to buy, both parties making a 
memorandum of the ‘deal’ in their books. 

NZ, 
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At the close of the day, the broker sends his client a contract 
note of the sale, showing the amount realized less Government 
Stamp Duty and Commission. 

When shares of Joint Stock Companies are dealt in, it is neces- 
sary for the seller to produce a certificate showing that he is 
the owner of the share he wishes to sell. After the sale has taken 
place he completes and signs a Form of Transfer as evidence that 
he has sold the shares to the buyer. Both transfer and certificate 
are then forwarded to the company whose shares have been dealt 
in, and a new certificate is issued by the company to the buyer of 
the shares. 

From the fact that the profits of jobbers and the charges of 
brokers for commission are relatively so low it is clear that the 
sums in which they deal individually must be very large indeed, 
amounting to very many thousands of pounds each year. 

The Stock Exchange Clearing House. The Clearing House was 
established about fifty years ago—in 1874. It is worked somewhat 
on the lines of the Bankers’ Clearing House; it is, however, not 
universally used, being in practice available only for securities in 
which there is a large market. The Clearing House receives neither 
the securities nor the money, and it really exists for the adjust- 
ment of differences, working by means of statements supplied to 
it and issuing tickets. 

For Cash or For the Account. Transactions may take place for 
cash or for the account. An account runs for the period between 
one settlement and the next. Each month there are two settle- 
ments lasting over four days: (i) Mining Contangot Day; (ii) 
General Contango Day; (iti) Ticket or Name Day; (iv) Pay Day. 

(i) Mining Contango Day and (ii) General Contango Day. The day 
preceding Contango Day proper is devoted to the mining contango, 
on account of the very large number of transactions in mining 
stocks and shares. 

On Contango Day, those who wish to postpone settlement 
of their bargains arrange to carry them to the next account. 


« See below for an explanation of this term. 
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(ui) Tcket or Name Day. Ticket day is the day appointed for 
sending the name of the client of the buying broker to the jobber 
from whom the security has been bought, and it operates, there- 
fore, as a request or demand for the delivery of the stock or shares. 

(iv) Settling or Pay Day (Account Day). This is the last of the 
four days named, and is the day on which the securities dealt in 
are paid for, or the differences adjusted. 

Bulls and Bears. A ‘Bull’ isa man who buys stock speculatively 
hoping for a rise; a ‘Bear’ is one who sells speculatively hoping 
for a fall. 

Contango and Backwardation. When the buyer for a rise, in- 
stead of finding the money for the security he has bought and 
taking delivery borrows from the jobber or broker, he pays a 
premium (called Contango), i.e. he pays an amount for being 
allowed to postpone settlement to the next account. Similarly, 
the seller for a fall pays backwardation or interest for being 
allowed to postpone delivery. In both cases, borrowing in effect 
takes place. 

Stags. A stag is a person who applies for a new issue of shares, 
loan, &c., because he anticipates that the security will sell at a 
premium, and that he will, therefore, be able to get rid of his 
holding at a profit. 

Options. An option is a form of speculative dealing in securities 
and may be either (i) a Put, (ii) a Call; or (iii) a Put and Call, or 
Double Option. 

A put is the purchase for a specified amount of the right to 
compel the seller of the put to buy from the purchaser (of the 
put) a particular security at a specified price at an agreed time. 

A call is the converse of a put, i.e. it gives the purchaser of the 
call the right to compel the seller (of the call) to sell a particular 
security as agreed. 

A put and call or double option is the right given for a specified 
amount to the purchaser of the double option to compel the 
seller to buy or sell a particular security as agreed. 

An inscribed stock is one to which the only title is inscribed 
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(recorded) in the books of a specified institution, usually the Bank 
of England. 

Cum Dividend and Ex Dividend (cum div. and ex div.). Interest 
or dividend on a particular stock accrues from day to day, e.g. 
banks usually make up their accounts each half-year and pay their 
dividends on rst August and 1st February. When shares are 
marked ex div. or ‘x d’, the dividend which has just accrued will 
be the property of the seller and not of the buyer. As the months 
go on from January to June and from July to December, divi- 
dends are accruing, and if there are no interfering factors the 
price of the security rises, until once more it is marked ‘x d’ and 
falls by an amount equivalent or thereabouts to the dividend 
just declared. 

Hammered. When a member of the Stock Exchange fails to 
meet his obligations he is said to be ‘hammered’, because his 
failure is announced publicly from the rostrum in the Exchange 
after the attention of the members has been attracted by means 
of three blows on the rostrum. 

Outside Brokers. Brokers who deal in stocks and shares, but 
who are not members of a Stock Exchange are known as Outside 
Brokers. They are free from certain restrictions, e.g. that for- 
bidding any kind of public advertisement, but they are also sub- 
ject to certain disadvantages of which perhaps the greatest are (i) 
they must employ an inside broker in all Stock Exchange trans- 
actions; and (i1) they have to charge a commission to their clients 
and pay a commission to the inside broker. They must neces- 
sarily recoup themselves for the latter payment by the charges 
they make to their clients. 


BUYING AND SELLING STOCKS AND SHARES 


The market value of stocks and shares rises and falls like the 
value of other commodities. But the nominal or book value of the 
shares remains the same notwithstanding market fluctuations, e.g. 
the {1 shares in a well-known company were quoted at 31s. 3d. 
one week, and at 30s. the next; but in the Capital Account of the 
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company such shares are valued at £1 each notwithstanding 
fluctuations in their market value. The market value of shares 
rises with an increased demand and falls with a decreased de- 
mand, and demand depends chiefly, but not entirely, on the 
amount of dividend paid, or expected to be declared. To take 
an extreme example: suppose a company has been doing badly 
for a series of years, and that in sympathy with its ill fortune, the 
value of its {1 shares has fallen to 7s. 6d., a rumour presumed to 
be well-founded that the company is doing better, and that it 
may be able to pay a dividend will send the price of the shares 
up with a bound; on the other hand, a rumour that a company 
whose reputation has stood high, has suffered trading losses, may 
have the effect of depreciating the market value of its shares, 
since demand will fall off. 

In well-known securities, such as Government loans, bank 
shares, railway stock, and shares in large industrial companies, 
there is always a market, because there are always people willing 
to buy and séll. It is not so easy to obtain shares in the less well- 
known and smaller concerns, nor, having obtained them, is it so 
easy to sell them. The reader will also recall that the market in 
the shares in private companies is restricted by statute. 

In dealing in stocks and shares, it is important to understand 
the terms employed, to find out whether the shares are preference, 
cumulative preference, preferred ordinary, ordinary, or deferred 
ordinary, and whether they are fully or only partly paid up. 

We will take a concrete example. A has a sum of money to 
invest and decides to buy shares in the Westminster Bank. This 
bank has two classes of shares, viz. £20 shares, of which £5 is 
paid up; and {1 fully paid-up shares. The dividend on the former 
is not fixed, but depends on the amount of profit earned, that on 
the latter ranks with the £20 shares for dividend up to a maximum 
of 124 per cent. only. On 7 January 1926, the {20 shares were 
quoted at 183 and the £1 shares at 51s. 6d. 

A thinks he would like some shares in each class and instructs 
his broker to buy 32 £20 shares and 200 £1 shares. 
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Ignoring brokerage and stamp duty, he will have to pay: 
£183 X 32 = {596 and £2 11s. 6d. X 200 = £515. 

This bank has for some time been paying a dividend at the 
rate of 20 per cent. per annum on the £20 shares and 12} per cent. 
on the {1 shares. Let us see what rate of interest A obtains on 
his investment. 

(i) Value of each £20 share in the books of the bank is £5, 
therefore the value of 32 shares is {160. On this amount a divi- 
dend at the rate of 20 per cent. is paid, that is £32. But for these 
shares, A has paid £596, and the return he receives is therefore 
at the rate of 


32 X 100 
596 


= 5:4 per cents approx. 


(ii) Value of each £1 share in the books of the bank is £1, there- 
fore the value of 200 shares is £200. On this amount a dividend 
at the rate of 124 per cent. is paid, that is, £25. But for these 
shares, A has paid {515 and the return he receives is therefore 
at the rate of 


per cent. 


100 X 25 
515 
= 4'9 per cent. approx. 


per cent, 


The difference is not great, but there is a difference. Why? 
Because on the £20 shares there is a liability of £15 per share (the 
amount not paid up), while on the {x shares, there is no liability 
whatever. But the difference arising from this cause is to some 
extent neutralized or counteracted because the dividend on the 
£20 shares is elastic while that on the £1 shares has a fixed 
maximum. 

The following is extracted from a recent Stock and Share List 
published in the Yorkshire Post. It shows the progress of business 
on the Stock Exchange for the previous day in the Stocks and 
Shares named: 
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BritTisH FuNpDs, Etc. 
Gye AG" id S x E98 SUS WSs bh be Le gas oe 
25% Consolidated Stock, 55% # 2 6 6 5% 7 Bisa 5 TIU ELEY 1 


16 
Teepe ge 
1h £8 ve Ht ES 


23% Annuities, 54 33 4 


ae War Loan, 1925-28, 100g 1313 7 £1 1 r001¥ 
1% War Loan, 1925-45, 9} E34} i 82288 bah d 
5% “War Loan, 1929- ne Ior} ra 3z 33 t 2 is 8 t 38 3 3u 32 16 18 32 
Ye 1s Ys Ye Yet 15 wef Bf of 
5 % War Loan, 1929-47 aes Pat eed), tort 5% 3 sy 84 3h 1 
4% War Loan, 1929-42, r00§ 35 38 12 HH TE ETE YE 1 100} 2 § s008 
4% Funding Loan, 883r £9 833 Os 9 85 § $9 3 SiG Th ve FETE Vo 
PAGS TRA AT ve U8 E oret 835 
Aa% Funding (Transferable by Deed), 8813 


BANKS AND DiscouUNT COMPANIES 
Agric. of Egypt 4% Pf., 8 5-16 ex Cpn. No. 47 
Agric. Prop. of Norway 4%, 80 11-16 79} 
Anglo-Internat., 14/6 15/ /6 /6 15/ 
Anglo-S. American, 7 25-32 #f 15-16 27-32 25-32} 
B. Nac. Ultram. (80,001, &c.), 35/9 with Cpn. 37 
Bank of Australasia, 14 13-32 7-16 13-32} 
Bank of Lond. and S. Am., 103 xd 
Bank of Montreal, 673r 8S 
Bank of N. S. Wales, 424 
Barclays (Dom., C., and Ov.), 26/3 /43 /73 
Barclays (Dom., C., and Ov.) 8% Pf., 30/ 30/ 30/ /4} /43 
Barclays A, 8 1-16 1-32 } 1-32 8 } 8f 1-32 3 
Barclays B, 58/ /3 /3 8/ 7/10} 8/ /1} /3 7/10} [105 8/3 /43 
Cap. of Com., 564 + 


COMMERCIAL AND INDUSTRIAL 
Aerated Bread, 33/ 2/3 /43 /6 /7} 1/9f 3/ 2/9 /9 /t0} /6 xd 
Aerated Bread 61% Pf., 22/73 
African and E. Trade, 26/3 5/734 6/ 5/of /9 6/1} 5/9 6/3 
Af, and E. Trade 6% B Pf., 19/14 17/of 19/ xd 
Agar Cross, 76/ 6/ /3 /10} 
Allied News, 71/6r /10} 2/6 1/10} /3 2/6 1/10} /3 2/2} 70/33 2/6 1/3 70/73 
Allied News 8% Pf., 24/6 /6 
Allied News 53% Deb., 98} 9 
Allied N. News 61% Deb., 1043 3% 5 4} xd 
Amal. Cot. Mills Trust, 4/43 /7} 
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Amal. Cot. Mills B 74% Pf., 8/6 
Amal. Dental 8% Pf. Ord., 18/7}1r 19/ 18/9 19/ 18/10} 
Amal. Dental Def. Ord., 4/11} 
Amal. Dental 53% Pf., 17/6fr 
Anglo-Can. Pulp and Ppr. M. Lim. 61% 30-yr., 108f 8 xd 
Anglo-Siam, 97/6 6/3 
Ap. and Johannis, 1o/r 10/ /t} /1} 9/9 /10} 
Ap. and Johannis 5% Deb., 744 
Ardath Tob 6% Pf., 20/10} xd 
Army and Navy Co-op., 41/ 39/6 /3 /4} /9 40/ 40/ /6 39/6 /o 
Army and Navy Co-op. 5% Debs., 100 

INSURANCE. 

‘What does insurance produce? We can best formulate our answer 
by first putting another question, viz. What damage would be done 
if there were no insurance ?’! 

In every department of life, there is an element of uncertainty 
and, therefore, of risk; in some connexions, these risks are of an 
incalculable nature and it is impossible to estimate them in terms 
of pounds, shillings, and pence; in others, however, the risks are 
of a financial character, and accordingly, every provident man 
takes them into consideration, and so far as he can, tries to make 
provision for the unexpected and unknown. A hundred years 
ago, facilities for insurance were comparatively few in number and 
more or less crude in method: the possibilities of extending the 
area of insurance so as to cover every normal risk were almost 
entirely unrecognized. During the nineteenth century, however, 
and very notably in the last quarter of a century, great develop- 
ments in insurance business have taken place. The object of 
insurance is to diminish the risk of financial loss to the insurer or 
those connected with him; insurance does not, of course, remove 
the possibility of loss or damage occurring, but indemnifies the 
insurer against some or all of the financial losses which may fall 
upon him. 

Historically, the most important descriptions of insurance are: 

(i) Life; (ti) Marine; (iii) Fire. 

1 J. A. Hobson. 
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But there are many others, some of which are very impor- 
tant, e.g. Sickness and Accident; Horse and Cattle Guarantee; 
Machinery; Mortgage; Employers’ Liability; Unemployment ; 
Motor; Burglary, &c. 

The two terms in common use ‘Insurance’ and ‘Assurance’ 
are sometimes regarded as interchangeable; strictly, however, the 
former (Insurance) should be used in relation to events, the occur- 
rence of which is doubtful and the latter (Assurance) to events 
which must sooner or later take place, e.g. a man insures his house 
because although it may be destroyed by fire such an event may 
never occur. On the other hand, if he takes out a policy on his 
life, sooner or later the amount assured will become payable as 
he will inevitably attain a certain age or die. 

Insurance is possible on really scientific lines only in countries 
where there is stability of conditions, and in connexion with risks 
which are capable of being tabulated and averaged. 

In gambling unnecessary risks are incurred; in insurance the 
risk is already present, and the object is to reduce that risk to a 
minimum. On this point, the following comments are very in- 
teresting and suggestive: ‘The sooner that the public . . . appre- 
ciates the difference between betting and insurance, the better 
both for the public and the insurance companies. The vital differ- 
ence is that insurance is indemnity against loss, and before in- 
demnity can be claimed loss must be sustained and proved.’ * 

The business of insurance is undertaken by various forms of 
financial unit, e.g. in life assurance there may be distinguished (1) 
Proprietary Companies; (iu) M utual Companies. 

(i) Proprietary companies are those in which the Capital is 
obtained from shareholders in the usual way, the surplus profits 
being available for the payment of dividends to the shareholders. 

(ii) Mutual companies are those in which there are no share- 
holders and no paid-up capital, the company consisting simply of 
the policy holders, who may, therefore, be said to assume collec- 
tive responsibility for individual risks. 


t The Economist, 13th March 1926. 
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In connexion with other forms of insurance there may be 
distinguished : 

(i) Underwriters, who are members of the great institution 
known as Lloyd’s; (ii) Insurance Companies; (ili) Firms or Com- 
panies whose legal responsibility places them in the position of 
insurers, e.g. a Common Carrier is an insurer of the goods he 
carries; (iv) The State, e.g. the Post Office, in return for a fee, 
insures letters and parcels; and under the N ational Health and 
Unemployment Insurance Acts, the State undertakes responsi- 
bility for insurance against sickness and unemployment ; and (v) 
Friendly Societies, Trade Unions, &c. 

It is not intended here to give more than an outline of some 
branches of insurance, but the following comments may interest 
the reader. 

(i) Life Assurance. The contract is one whereby the assurer 
undertakes in return for the payment of a premium or premiums 
to pay a specified sum on the happening of some event—the death 
of the assured, or the attainment of a certain age. The most com- 
mon forms of policy are: 

(2) Whole life, usually but not necessarily with profits; and 

(6) Endowment, with or without profits. 

The term ‘whole life’ explains itself; but an endowment 
policy is one in which the sum assured becomes payable either 
on the death of the assured, or on his attaining a specified age, or 
after the lapse of a specified number of years, whichever is the 
first of the two alternatives, 

(ii) Marine Insurance. Marine Insurance may be effected (a) 
by taking out a policy with an insurance company ; or (b) through 
underwriters, who are members of Lloyd’s; or (c) by means of an 
internal insurance fund established, e.g. by a shipping company 
whose ships are so numerous that its risks can be averaged: i.e. the 
shipping company is its own insurer. 

(ili) Fire Insurance. In fire insurance, as in marine insurance, 
the contract is one of indemnity; i.e. the insurer undertakes to 
make good only the loss or damage sustained within the limits 
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agreed. For instance, if A insures his house worth £600 for £450, 
then in effect, the insurance company risks £450, and A himself 
risks {150. If the house is completely destroyed, A may recover 
from the Company only the amount (£450) for which he insured 
it; if, however, damage to the amount of £400 is sustained, then 
A may recover from the Company only three-fourths of that 
amount because the risks were undertaken as to three-fourths by 
the Company and as to one-fourth by 4 himself. 

If, on the other hand, A insures his house for £800 he may 
recover from the Company not more than the full value of his 
house, and if that was £600, he must be content with that sum, 
as, indeed, that represents his loss. There are two kinds of Fire 
Offices: (a) tariff; and (6) non-tariff. The former are members of a 
Tariff Association, which fixes rates for given kinds of risks, to 
which all the members agree to adhere; the latter, however, are 
not members of the Association, and hold themselves free to 
accept any given risk at what seem to them adequate rates. The 
tariff rate per {100 insured against fire for shops and ware- 
houses, built of brick or stone and tiled or slated, in which no 
hazardous goods are kept nor hazardous trades carried on, is from 
2s. upwards. 

The following terms used in connexion with insurance are given 
for reference. 

Proposal. The proposal is the printed document tilled in and 
completed by the person who proposes to effect an insurance or 
assurance. It must be filled in with great care, as it forms part 
of the terms of the contract. 

Insurable Interest. In order to prevent gambling, the law in- 
sists that the insurer shall have an insurable interest in the subject 
of the insurance, i.e. his financial interests must be in some way 
bound up with it. 

Policy. The policy is the document issued by the insurance 
company, setting forth the terms of the contract in detail. 

Premium. The premium is the amount paid by the insurer in 
consideration of the insurance company undertaking the risk 
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insured against. In life assurance, it may be payable at any agreed 
intervals, weekly, quarterly, half-yearly, annually; in National 
Health Insurance and Unemployment, it is payable weekly; in 
marine insurance the premium paid often covers the risk for the 
duration of the voyage; in fire and many other forms of insurance 
the premium is usually paid annually. 

Assurance. The term assurance relates to events which are 
certain to occur. 

Insurance. The term insurance relates to events which may or 
may not happen. 

Single Premium. In connexion with life insurance, insurance 
companies quote not only annual premiums, but also a premium 
in return for the payment of which they undertake the whole of 
the risk. Such premiums are known as single premiums. 

Surrender Value. After the lapse of a short interval, life and 
endowment policies acquire a recognized value. The surrender 
value of a policy is the sum which the insurance company will 
pay to the holder of the policy in consideration of his relinquishing 
the policy and surrendering, therefore, all his rights in connexion 
therewith. 

The reader should understand that only an outline of the sub- 
ject is attempted in this chapter. Insurance enters into nearly 
every detail of life nowadays with the result that the variety of 
risks covered, and the numerous alternative ways of covering 
those risks are bewildering. This chapter, therefore, does no more, 
and is intended to do no more, than suggest the vastness of the 
field of the study. 


IQI 


CHAPTER XVIE 


TRANSPORT 


Transport and the Market. The area of the market in a given 
commodity is determined not only by the possibility of communi- 
cation between buyer and seller, but also by the facilities which 
exist for the transport of the commodity dealt in. The market for 
wheat, for instance, is world-wide, because, in the first place, 
telegraphic communication places buyers and sellers in all the 
great wheat centres in rapid and intimate touch with each other, 
so that prices rise and fall with remarkable uniformity over the 
whole world; and, in the second place, wheat can be carried in 
large quantities expeditiously and safely across the world. So it 
has come about that instead of foreign trade being mainly con- 
cerned with buying and selling and carrying luxuries for the few 
—as it was throughout the Middle Ages—it is now engaged in 
dealing on a vast scale with necessaries for the many. In a recent 
speech, Mr. Walter Runciman said: 

‘We know that outward freights in 1925 were only 3 per cent. of 
the selling price of the manufactured goods which were carried... . 
We brought meat from the Argentine at $d. per pound; grain from 
New York at a figure equivalent to only jd. for a quartern loaf; rice 
from Rangoon at 35d. per pound. Even our clothes bore scarcely 
any trace in their price of the long journey which their wool and 
’ cotton had made across the world... .’ 


In his book The Economic Organisation of England, Sir William 
Ashley makes this statement: 

‘The bulk of foreign trade was relatively small throughout the 
Middle Ages. . . .,.England remained on the whole a self-sufficing 
country: export carried away only such surplus raw produce as the 
land did not itself require, especially wool; and import brought 
chiefly luxuries, such as silks, furs, fine and dyed woollen cloth, and 
French wines, purchased by a very limited upper class, together with 
the spices which rendered more palatable the food and drink of the 
well-to-do. Probably the only imported article in general use among 
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the masses of the people was the N orwegian tar which was employed 
as dressing for sheep in cases of scab.’ 


Or, as John Masefield puts it: 


Stately Spanish galleon coming from the Isthmus, 
Dipping through the Tropics by the palm-green shores, 
With a cargo of diamonds, 

Emeralds, amethysts, 

Topazes, and cinnamon, and gold moidores. 


Dirty British coaster with a salt-caked smoke stack 
Butting through the Channel in the mad March days, 
With a cargo of Tyne coal 

Road-rails, pig-lead, 

Firewood, iron-ware, and cheap tin-trays.—Cargoes. 


Modes of transport have already been incidentally referred to 
(Chapter II), but we have now to develop the subject in a little 
more detail with special reference to railways. 

Not only was foreign trade on a very limited scale until the 
coming of the steamship, but inland trade, too, was comparatively 
restricted down to modern times. 

The conditions of English roads until the second half of the 
eighteenth century was deplorable; and it was not until about 
the middle of that century that a really national interest was 
evinced in either roads or canals. With neglected main roads, 
mere tracks for side roads, no canals, no railways, no steamships, 
and no telegraphs, it is no wonder that travelling was limited and 
even dangerous, the receipt of a letter an event, and the transport 
of commodities across country undertaken only under urgent 
necessity. It is related of Sir Walter Scott that he knew a man 
who remembered that the London post-bag once came to Edin- 
burgh with only one letter in it, 

The subject of Transport is a highly complicated one. That this 
is so must be obvious to any one who considers even in the most 
casual manner the variety of goods carried, the varying conditions 
under which they are produced, the immense differences in their 
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value in proportion to bulk, and the numerous routes and kinds 
of vehicles by which they may be conveyed. 

To take only one example from a very well-known works: 
Messrs. Cadbury Brothers, in an interesting booklet, give a brief 
description of the widely differing ways in which the materials 
they use reach their factories. These materials include raw cocoa 
—a tropical product; sugar which is obtained from beetroot— 
a temperate product, and the sugar-cane—a sub-tropical pro- 
duct: milk, which is collected from farms in the vicinity of their 
receiving depots; timber from Canada and Northern Europe; 
almonds, nuts, spices, fruits from Mediterranean countries and 
elsewhere ; strawberries; cola oil, tinplate, paper, strawboard, and 
other factory supplies from very varied sources, some home 
and some foreign. 

And these are only some of the commodities needed by one 
firm ! 

We shall therefore attempt here only to indicate certain salient 
characteristics of modern transport by road, rail, canal, and sea. 
Lake transport is unimportant in this country, and transport by 
air is still in its infancy. 

Road Transport. Until roughly twenty-five years ago, road 
vehicles were almost entirely drawn by animals, chiefly horses, 
although for heavy traffic, the very slow-moving steam traction- 
engine was used to some extent. But since 1900, and especially 
since the end of the European War, a revolution in road transport 
has taken place, due to the introduction and ever-increasing use 
of self-propelled vehicles. 

For the conveyance of goods for relatively short distances, the 
motor-lorry seems destined very largely to take the place of the 
railway, over which it possesses certain very great advantages, 
e.g. (a) the trader may own and completely control it; (6) it will 
travel over any decently made road and may therefore be used 
not only on main, but also on side roads; (¢) it can be driven right 
into the heart of towns and villages, up to the very warehouse, 
shop, or residence of the customer; (d) it may be used for the 

fe) 
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conveyance not only of light but also of relatively heavy goods; 
(e) it is available at any time, and it travels so rapidly that the 
area of delivery is comparatively large and every place within 
that area readily accessible; (f) it can be loaded at the factory, 
warehouse, or shop and no further handling of the goods is 
necessary until they reach their destination. 

For long distances and heavy goods, railways have great ad- 
vantages, and since many manufacturers have private railway 
sidings or canal wharves, their raw materials can be unloaded at, 
and their products forwarded from, the factory itself. 

The carriage of goods by road is undertaken by 

(i) Traders themselves ; 
(1) Local carriers, travelling between certain fixed points ; 

(iii) Local (or Private) carriers who undertake the casual de- 
livery of goods, e.g. coal, coke, sand, bricks, and so on, for any 
one who will employ them ; 

(iv) Tramway and bus undertakings, some of which carry 
parcels as well as passengers. 

There are, in addition, the railway companies, parcel delivery 
companies, and the Post Office, all of which carry goods by road 
in certain circumstances as well as by rail. 

Railways. The railway companies of Great Britain carry an 
immense quantity of goods every year. For quick transit over 
long distances they possess very great advantages over every 
other form of transport, and their importance to the trade of the 
country cannot be over-estimated. As the work done by railways 
is so vast, and their position in the national economy so vital, 
their relationship to the community is exceptional in respect of 
the services they render and the amount of control by the State 
to which they are required to submit. 

RAILWAY RaTES—ENGLAND, SCOTLAND, AND WALES 

Classification. For the purpose of Railway Rates, goods are 
divided into twenty-one classes, distinguished by the figures r 
to 21. The Railway Clearing House issues a General Railway 
Classification of Goods carried by Merchandise Trains. 
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Classes tand 2. (Formerly Class A.) Speaking generally, Classes 

1 and 2 are for Mineral Traffic, e.g. Iron Ore, Clay in bulk, Lime- 

‘stone, Chalk in bulk, Undressed Stone, Sand, &c. (i.e. rough and 

unworked materials). (The general rates are for lots of 6 tons and 

upwards ; for lots of 4 tons and under 6 tons, Class 7 rates apply, 

2 tons and under 4 tons Class 10, and for lots under 2 tons 
Class 12.) 


Coal, Coke, and Patent Fuel. (Formerly Class A.) A special 
scale of charges is provided for Coal, Coke, and Patent Fuel which 
approximates very closely to the charges for materials in Class 1. 


These rates apply as follows : 
Coal, Coke, and Patent Fuel. 
Lots of 7 tons and upwards. 


Coke. 
Lots of 4 tons and upwards. 


It should be observed that the scales for Scotland are slightly 
higher than those for England in the case of Coal, Coke, and 
Patent Fuel. 

Coal, Coke, and Patent Fuel charged at rates for Class 10 or 12 
of the General Classification must be packed. 


Classes 3, 4,5, and 6. (Formerly Class B.) In these classes come 
worked minerals, &c., e.g. Pig Iron, Briquettes, Iron, Common 
Bricks and Tiles, Lime in bulk, Concrete, Granite in blocks, Peat 
Moss, Salt in bulk. (The general rates are for lots of 6 tons and 
upwards; less than 6 tons and not less than 4 tons, Class 7 ; less 
than 4 tons and not less than 2 tons, Class 10; less than 2 tons, 
Class 12.) 


Classes 7,8,9,and 10. (Formerly ClassC.) In these classes come 
some of the heavier manufactured goods, e.g. Anchors, Axles, 
Girders, Bridge work, Sheet Iron, Pipes, Glazed Bricks, Dressed 
Stone; and also grain, e.g. Wheat, Barley, Oats, Maize, Rice, 
Beans, Flour. 

02 
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The rates apply as follows: 
Classes 7, 8, and 9. Lots of 4 tons and upwards. 
Less than 4 tons and not less than 2 tons, Class ro. 
Less than 2 tons, Class 12. 


Class Io. 
Lots of 2 tons and upwards. 
Lots of less than 2 tons, Class 12. 


Classes II, 12, and 13. (Formerly Class 1.) Heavy groceries; 
Axle boxes, Railway springs, Buffers, Iron and Steel castings; 
Glass bottles. 

The rates apply as follows: 


Class 11; 
Lots of 2 tons and upwards. 
Lots of less than 2 tons, Class 12. 
Classes 12 and 13. 
Applicable to consignments of any weight. 


Classes 14, 15, and 16. (Formerly Class 2.) Agricultural 
Machinery ; Raw Wool; Preserved Meat; Baconand Hams (cured) ; 
Paint in Casks and Drums. (Applicable to consignments of any 
weight.) 

Classes 17 and 18. (Formerly Class 3.) Mixed Groceries; heavy 
Draperies ; small Hardware goods such as Bolts, Leather, Bicycle 
Accessories. (Applicable to consignments of any weight.) 

Class 19. (Formerly Class 4.) Light Draperies, Textile Fabrics: 
Umbrellas; Toys; Tobacco; Tinware. (Applicable to consign- 
ments of any weight.) 

Class 20. (Formerly Class 5.) Spices; Silks; Millinery; Seal- 
skins; Live Poultry; Gramophone Records. 

Class 21. Gold and Gold Articles, Silver and Silver Articles. 

All rates are Station to Station (commonly known as ‘S’ to 
‘S’). Where collection and/or delivery is required, reference to 
the Station rate book must be made and each Station with 
cartage facilities will be found to be lettered from A to H. 
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The cartage scale is as under: 


AMOUNTS TO BE ADDED TO STANDARD CHARGES FOR COLLECTION AND 


DELIVERY 
Returned Empties 
Classes Classes Classes Classes Classes 
I-13. 14-16. 17-18. 19-20. C.E.&H. Class G. 
Per ton Per ton Per ton Pertonme ber cw.) ber Cwt. 
A. 5/- 5/- 6/8d. 8/4d. 4d. 8d. 
B. 5/5d. 5/10d. 6/8d. 7/t1d. 4d. 8d. 
C: 5/tod. 6/3d. 7/td. 8/4d. 4d. 8d. 
IDs 6/34. 6/8d. 7/6d. 9/2d. 4d. 8d. 
E. 6/8d. 7/id. 7/u1d. 9/74. 4d. 8d. 
1 7/id. 7/6d. 8/4d. 10/— 4d. 8d. 
G: 8/od. 9/2d. 10/— 11/8d. 4d. 8d. 
Ee 8/4d. 9/2d. 10/— 13/4d. 7a. 1/2d. 


If cartage rates are desired for traffic in Classes I to 10, these 
can be fixed by arrangement with the Railway Company. 

The charges increase progressively from I to 21, and Goods 
with certain exceptions are charged on the actual gross weight of 
2,240 lb. to the ton. Stone and Timber are charged on a measure- 
ment basis, e.g. timber is calculated at a given number of cubic feet 
to the ton, varying with the kind of timber from 27 to 70 cubic 
feet, for instance, oak trees are reckoned on a basis of 28 cubic feet 
to the ton, and pitch pine is reckoned at 43 cubic feet to the ton. 

Smalls. Consignments of less than three hundredweight are 
known as ‘smalls’, and are subject to special regulations and 
Scale of Charges. Copies of the Scale can be obtained from the 
Railway Companies. 

The authorized additions to the conveyance and terminal 
charges for Small Parcels up to 3 cwt. are as under: 


Additional charge 


Per ton. per consignment, 
On rates not exceeding . : .  I0/- 4d. 
” ” . . . 20/— 5d. 
” ” . . L 30/- 6d. 
” ” . . * 50/— 7d. 
0 46 : : Ole 8d. 
5S 100/— od. 


Exceeding . ; : ‘ . 100/- 10d, 
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Fractions of 14 Ib. to be charged as 14 lb. 

The scale applies to both Station to Station rates and rates 
including cartage. The following deductions will be made from 
the amounts shown in the Scale: 


Per consignment. 


On rates including cartage at one end only 5 5 Id. 
On rates excluding cartage at both ends . : : 2d. 


Special Arrangements. For the carriage of certain articles special 
arrangements have to be made, for instance, articles of unusual 
length, bulk, or weight requiring an exceptional truck or trucks; 
dangerous goods ; specie; precious stones; gold or silver plate. 

In addition to charges for the actual haulage of the goods, 
railways make a charge for what are known as ¢erminals, i.e. 
charges incurred for labour at the beginning and the end of the 
railway journey in loading, unloading, covering, uncovering ; and 
for station accommodation. 

The Fixation of Rates. The necessity for classifying goods for the 
purpose of fixing the rate of carriage was recognized long ago; it 
is not possible to charge the same rate of carriage for all kinds of 
commodities, from coal and bricks to bullion and diamonds. 

Charging what Traffic will bear. The principle adopted is that 
known as ‘charging what the traffic will bear’ and its converse 
‘not charging what the traffic will not bear’. 

It is necessary for a railway company to make a profit on its 
traffic as a whole, but it is not necessary nor even possible for it 
to make the same rate of profit on individual units of traffic. Its 
position is somewhat similar to that of a doctor (as Sir William 
Acworth has pointed out) who charges different rates of fees 
according to the wealth of the patient concerned. For if the doctor 
charged an adequate fee to a poor patient, the latter could not 
pay it, and if he charged the same rate to all his patients as the 
poorest patient could pay, he could not make a living. What he 
has to do is to earn an adequate income from his practice as a 
whole. 
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The policy of the railway companies, according to Sir William 
Acworth, is governed by three maxims: 

i. Get traffic. The more traffic carried, the less it costs to 
carry. Therefore, first and foremost, get traffic. 

ii. Charge no rate so high as to stop traffic from going; sub- 
ject to: 

iii. Never make a rate so low as not to cover the additional cost 
incurred in dealing with the traffic to which the rate applies. 

Special Rates. Just as a manufacturer or merchant issues a 
catalogue or price list giving general information, but is neverthe- 
less often prepared to quote a special price in specific cases, so 
railway companies will quote exceptional rates when asked to do 
so if the consignor can make out a case for the traffic he wishes 
to send. There is room between maximum and minimum rates 
for a great variety of treatment, and railway officials, like other 
business people, are eager to increase their turnover if the in- 
crease results in additional profit. 

Considerations to be borne in mind. In quoting a special rate, 
regard must be had to (i) the nature of the commodity; (i) the 
probable extent of the traffic; (iii) the regularity of the traffic; 
(iv) the amount of handling needed; (v) the distance the goods 
are to be carried; (vi) the degree of elasticity in the traffic; (vii) 
competition—by other railways, by canal or road motor, &c. 
In other words, the responsible official has to consider (a) the cost 
of service; and then (6) at what figure above that the traffic will 
be most remunerative, having regard to the variation in the cost 
of service per unit with the increase or decrease of the volume of 
goods carried. 

Since the War, very important developments in connexion 
with our railway system have taken place, and more are under 
consideration. The Railways Act of 1921, which came into opera- 
tion on rst January 1928, dealt with (inter alia): (i) the provision 
for the new amalgamations, (ii) the constitution and powers of 
the Railway Rates Tribunal, and (iii) the constitution and func- 
tions of the Central and National Wages Boards. 
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The four great groups into which, following this Act, the 119 
companies were combined are now known as: 


The Great Western Railway, 

The London, Midland & Scottish Railway, 
The London & North Eastern Railway, and 
The Southern Railway. 


The Railway Rates Tribunal consists of three members; a legal 
chairman, a second member representing commercial, and a third 
member representing railway, interests. The chief function of 
this Tribunal 
‘is, in broad outline, to fix such rates and charges as will enable the 
railway companies “‘ with efficient and economical working and man- 
agement” to earn a revenue sufficient to remunerate the invested 
capital at the pre-war rate’. 

This tribunal has had before it the vast task of making a new 
classification and arranging, with the interests affected, for the 
introduction of a new and comprehensive system of rates. 


Theprevious classification was limited to eight classes and these, 
as we have just seen, have been extended to twenty-one with the 
object of assimilating as many as possible of the exceptional rates 
at which goods were carried. 


The exceptional rates in force on the ‘Appointed Day’, viz. 
1st January 1928, which had been used during the years 1924 
to 1927, were continued with the exception of those which 
were less than 5 per cent. below the standard charge. In the few 
cases where rates were more than 40 per cent. below the Standard 
Charge, these had to be referred by the Railway Companies to 
the Tribunal for their approval. 

The following examples are given to illustrate the analysis of 
an amount charged : 


t Acworth, Elements of Railway Economics. 
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SCALE OF CHARGES IN RESPECT OF GOODS AND MINERALS, EXCEPT COAL, 
COKE, AND PATENT FUEL, By MERCHANDISE TRAIN 


Applicable to traffic elsewhere than in Scotland. 


Standard Rates for Convevance 
Class in respect of For the first 20 | For the next 30 | For the next 50 
Merchandise to miles or any miles or any miles or any For the re- 
which charges are part ofsuch | part of such part of such mainder of the 
applicable distance | distance distance distance 
Per ton Per ton Per ton Per ton 
per mile | per mile per mile per mile 
d. | d. d. d. 
I pareve) 0°95 0°55 0°50 
ales Owner’s 2°15 | I'05 0-70 0°65 
3f wagons 2°25 | I-10 0:80 0:70 
4 2°30 1:20 0-90 0-75 
5 2:60 I-25 0°95 O75 
6 2°65 1°35 1:05 0:80 
7 3°05 1-80 1535 0:95 
8 3°20 I-90 1°45 I-00 
9 3°40 2:10 I'70 Iel5 
Io 3°50 2°30 1°85 1°25 
oan 3°65 2°55 2:10 1°45 
12 | In Railway 3°75 | 2°65 2°20 1:60 
13 { Company’s | 4:05 2°85 2:40 I-75 
14 wagons 4°40 | 3°15 2°75 2°15 
15 4°75 3°45 3°00 2:25 
16 4°80 3°55 3°10 2°35 
17 See®) 4°10 Spe) 2°55 
18 5500 | 4°25 3°50 2°75 
19 | 6°40 eS 4°25 3°50 
20 7°50 6:20 5:10 | 4°30 
Z| 11-25 9°30 7:95 | 6°45 


Fractions of less than one halfpenny in the rate to be dropped and frac- 
tions of one halfpenny or over to be charged as one penny. 
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SCALE OF CHARGES IN RESPECT OF GOODS AND MINERALS, EXCEPT COAL, 


COKE, AND PATENT FUEL, BY MERCHANDISE TRAIN 


Applicable to traffic elsewhere than in Scotland. 


| Standard Terminals 

Class in respect Service Terminals 

of Merchandise Station 

to which charges | Terminal at 

are applicable each end Loading Unloading Covering Uncovering 
Per ton Per ton Per ton Per ton Per ton 
So as Sau i, Se Gr 

I In Ole — — = — 

at Owner’s Oo 5 — — — — 

3 | Wagons @ 6 = — = = 

4 o 10 — oo — — 

5 © © == = = — 

6 oO 10 oo — — — 

7 i © 0 5 0 5 125 I-25 

8 THe? Oo 5 Oo 5 I-25 I-25 

9 i a OmaS Oo 5 I-50 I°50 
Io 7, O & 0 5 I°50 I-50 
iat In 20 © © © 2°50 2°50 
12 | Railway 25 o 8 °o 8 2°50 2°50 
13 Com- Po Ts oO 8 o 8 2°50 2°50 
14 {| pany’s 2 5 © 10 0 10 3°00 3°00 
Ts wagons Za 5 OE: o It 3°00 3°00 
16 A eel i © 3°00 3°00 
iy 25 iy ft Te 3:00 3:00 
18 B15 ee 7 3:00 3:00 
19 Bt Ge 2. 5:00 5:00 
| 2s pS 2S 6:00 6:00 
21 Bee, A, © 40 9:00 9:00 


Fractions of less than one halfpenny in the rate to be dropped, and frac- 


tions of one halfpenny or over to be charged as one penny. 


PANS POT 
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SCALE OF CHARGES IN RESPECT OF CoAL, COKE, AND PATENT FUEL, BY 
MERCHANDISE TRAIN, IN OWNER’S WAGONS 


Applicable to traffic elsewhere than in Scotland. 


Applicable with the following minimum quantities: 


Coal and Patent Fuel 7 tons. Coke 4 tons. 
Standard Rates for Conveyance 
For the first For the next | For the next | For the next 
ro miles or ro miles or 30 miles or 50 miles or For the re- Station 
any part of any part of any part of any part of mainder of Terminal 
such distance | such distance | such distance | such distance | the distance at each end 
Per ton Per ton Per ton Per ton Per ton Per ton 
per mile per mile per mile per mile per mile 
da. “ d. d. d. d. 
2°25 I-75 I-10 0:70 0:65 5 


Fractions of less than one halfpenny in the rate to be dropped, and frac- 
tions of one halfpenny or over to be charged as one penny. 


Note. A great deal of traffic is carried at special rates based on the 
above. 
A SIMPLE EXAMPLE 


For a journey of 120 miles of a consignment of Class 14 traffic 
the Standard Conveyance Charges per ton would be: 


Sy Ub 
For the first 20 miles, 4:40d. per ton per mile. BGP 
For the next 30 miles, 3-15d. per ton per mile 7 10% 
For the next 50 miles, 2-75d. per ton per mile. OIL 5 
For the next 20 miles, 2-15d. per ton permile . Pe ie 
Shey 5} 
Sad. 
Total terminal charges . : ; Tp 
Total rate station to station an) 


Owner’s Risk and Company’s Risk. Railways are willing to 
carry goods at Owner’s Risk and so diminish their liability. But 
the conditions under which they are prepared to do so must be 
reasonable, and the alternative rates (i.e. Company’s Risk rates) 
must be fair and equitable; they must not be so high as to be 
practically prohibitive. 
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The following is the standard scale published in the General 
Railway Classification giving the reductions to be made from the 
Standard Charges where damageable merchandise is carried by 
merchandise train under Owner’s Risk conditions. 


Traffics marked in Traffics marked in : 
General Railway Reduction General Railway Reduction 
Classification per cent, Classification per cent. 
A > : 4 at | E . 5 A 7s 
B : : : 3% | F . 3 , 8¥ 
Cc A é 5 | G : 7 : 10 
D , : 64 | H : ‘ ; 12} 


Railway companies also carry a large volume of traffic by pas- 
senger train, including, as we have already seen, small parcels. 
They are not, however, bound by law to carry goods by passenger 
train (except perishable merchandise), but the common practice 
is to accept any kind of merchandise and charge at the advertised 
rates, particulars of which can be obtained at any railway station. 

Railways and Road Powers. The railway companies have now 
obtained powers to enable them to use road transport instead 
of rail where more convenient. 


CANAL OR OTHER INLAND WATERWAYS 


In this country the importance of the canal system has been 
greatly minimized by the manner in which the railways have 
occupied the public attention. But during recent years interest 
in our inland waterways has been reviving, and there have been 
indications that a much improved canal system may some day 
be developed. Our inland waterways are of two kinds: (1) lakes and 
rivers (with their estuaries) ; (ii) canalized rivers and canals. 

Lakes, Rivers, &c. Our lakes are relatively small and remote 
from the industrial districts; our rivers, too, are on the whole 
narrow and shallow until they approach the sea. Many of the 
estuaries are of great importance, but they owe their value largely 
to the operation of the tides, the influence of which is felt for a 
considerable distance inland; that is, the effective volume of water 
comes from the sea and not from the river, 

There are at the present time about 4,500 miles of canals and 
canalized rivers in the United Kingdom, a considerable propor- 
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tion being controlled by railway companies, the remaining canals 
and canalized rivers (or navigations) being owned by independent 
companies or public authorities constituted for the purpose. 

Advantages of Water Transport. The sea provides the cheapest 
method of water transport, as it offers a highway for all free of 
expense; it neither needs construction nor repair. Estuaries and 
rivers frequently need dredging and banks have to be kept in 
repair, but the cost as compared with that of the maintenance of 
railways is small. For canals, however, the permanent way 
has to be cut and maintained in order and supplies of water 
provided. 

But notwithstanding these expenses, canal transport is rela- 
tively cheap because-— 

(i) The permanent way is easier to construct than that for a 
railway and can be more cheaply maintained ; 

(ii) The cost of the actual conveyance of goods is less since— 

(a) abargecan be constructed more cheaply than a train with 
a corresponding carrying capacity; and 
(b) the expenditure of energy in motive power is less. 

Transport by canal is slow, but there is, on the other hand, 
considerably less risk of damage to goods by friction and jolting 
on the canals than on railways. 

A comparison between our canals and railways is difficult to 
make, because the former are admittedly relatively inefficient 
while the latter are (again relatively) efficient. 

Coasting Vessels. A very great amount of traffic is carried round 
our coasts by sailing ships and steamships. 

(i) There are regular lines of steamships plying between the 
ports, e.g. between Dublin and London, Liverpool and London, 
calling at intermediate ports. These vessels convey general car- 
goes (i.e. cargoes consisting of miscellaneous goods), and, possibly, 
passengers. 

(ii) There are tramp steamers and sailing vessels (ships which 
are prepared to carry anything from any port to any other port). 
A great deal of coal, clay, and iron ore is carried in this way. 
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THE LAW AND CARRIAGE OF GOODS 


Common Carrier. A Common Carrier is a general carrier, i.e. 
one who will carry goods for any person ready to employ him and 
to pay his charges. He is bound to carry goods for all comers and 
he is responsible for the safety of the goods entrusted to him. 
But he is not obliged (a) to carry goods of such a nature that his 
vehicle is unsuitable for the purpose, or (b) to go to a place which 
is beyond the range of his usual operations, or (c) to accept goods 
brought to him after his conveyance is full, or if they are brought 
unreasonably late or early. 

A common carrieris an insurer of the goods carried except when 
the Joss or injury sustained by the goods is caused by the Act of 
God, the King’s enemies, by a defect in the goods themselves, or 
where the loss or damage is entirely the fault of the sender and is 
in no way due to the negligence of the carrier or his servants. 

The responsibility and consequent liability of the common 
carrier were so great that in 1830 an Act, known as the Carriers’ 
Act, was passed with the object of setting some limits to that 
liability. Its chief provisions are as follows: 

(a) A common carrier by land shall not be liable for loss or 
damage to certain goods (e.g. articles of small size but high com- 
parative value: jewellery, watches, gold, silver, &c.) contained in 
one package if the value exceeds the sum of £25 unless the carrier 
is informed by the sender at the time he hands over the parcel of 
the nature and value of its contents. The carrier is then entitled 
to make an increased charge. If no such declaration is made, the 
carrier is not liable for loss or damage, although such loss or 
damage may be due to his own negligence; but if the sender 
complies with the requirements of the Act and pays the insurance, 
the carrier is under full liability for the safe conveyance of the 
goods. The carrier is liable, even if the declaration is not made, 
if the goods are stolen by a servant of the carrier, or destroyed by 
any other criminal act of the servant. 


(0) A carrier and a consignor may make any special bargain 
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they please, and the Act does not apply if its provisions are in- 
consistent with the terms of such special contract. 

(c) The Act further provides that a carrier may not limit his 
liability for goods carried by the device of posting up in his office 
a notice to that effect. 

Railway Companies. Railway companies are common carriers 
of goods which they profess to carry in that capacity, their 
responsibilities for other goods being defined under the provisions 
of the Railway and Canal Traffic Act, 1854. 

(a) Railway companies are required to afford reasonable facili- 
ties for receiving, forwarding, and delivering goods in the districts 
they serve. 

(6) No contract for limiting the responsibility of a railway com- 
pany for loss or injury to goods arising from the negligence of its 
servants holds good unless such a contract is signed by the con- 
signor and the terms are reasonable and just. 

(c) The liability of a railway company for the safe conveyance 
of animals is limitedunless a higher value is declared at the time of 
delivery. Thecompanyis thenentitled tomakean increased charge. 

(d) The provisions of the Carriers’ Act are applicable to a rail- 
way company in so far as they relate to goods of special value. 

(e) Owner’s Risk and Company’s Risk. This subject has already 
been referred to (see p. 203). 

(f) Railway companies are liable for undue delay, but only for 
natural consequences arising from such delay; i.e. they are not 
liable for exceptionally serious results if those results are due to 
causes of which they have no knowledge. 

(g) Railway companies often undertake to carry goods to their 
destination partly by land and partly by water. When they do 
so, they may make conditions relieving them from liability arising 
from the peculiar risks of sea transport. ; 

It is always important that the consignor shall take care that 
goods are actually delivered into the possession of the carrier or 
his servant, that they are properly and securely packed and 
plainly addressed, Moreover, if so required, the consignor must 
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pay the charges for conveyance when he hands in the goods. If, 
however, the carrier accepts goods for conveyance without any 
agreement as to the payment of his charges for carriage, he may 
refuse to deliver the goods to the consignee until his charges are 
paid, and this right is called Carriers’ Lien. This lien isa particular 
lien, i.e. it applies only to the special goods concerned. 


CHAPTER XIX 
COMMERCIAL ORGANIZATION OF MANUFACTURING 
BUSINESS 


I. GENERAL CONSIDERATIONS 

MARSHALL has pointed out that ‘. . . Further advances of tech- 
nique on broad lines are likely to need the aid of capital on an 
ever increasing scale’; ‘. .. much may still be done with moderate 
means by a resolute man who is content to concentrate his strength 
on a narrow field of work so long as his means are but scanty.’ ? 

Constitution of Firms—Small and Large Businesses compared. 
Manufacturing businesses in which the articles made are of a 
small type, e.g. in hardware, are often carried on by sole traders 
or by a partnership because the amount of fixed capital is rela- 
tively small and the scope for individual initiative and enterprise 
is still fairly wide. But when the articles of manufacture are large 
and costly, or when they are small but are capable of standardiza- 
tion and of being made in large numbers, the business is as a rule 
organized as a private or public liability company, as the amount 
of capital required is large and can be more easily obtained by a 
company with limited liability than by either a sole trader or a 
partnership ; indeed, some types of manufacturing business could 
hardly be organized in any other way than under the form of a 
corporation of some kind. Consider, e.g., such businesses as that 
of shipbuilding, bridge-building, engineering, and similar indus- 
tries. It is true that in some of these industries small businesses 
are fairly numerous, but they cannot deal with really large con- 

? Marshall, Industry and Trade. 
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tracts, and have perforce to confine their attention to the smaller 
and possibly more highly specialized branches of the industry 
and to minor repairing work. 

At the end of this chaptersome examples will be given indicative 
of modern tendencies in the organization of the unit in industry 
and commerce. For the present we will confine our attention to 
a few concrete and fairly simple examples. The character of the 
organization of any business depends on the kind of article made, 
on the nature of the manufacturing process, on the demand of the 
market, and the methods by which it is distributed. 

Organization. The following diagram shows how a business 
may be subdivided, the names of the officials or departments 
being sufficiently indicative of the functions assigned to them. 

Shareholders 


Directorate 


Joint Managing Directors? 


Secretary Chief Engineer 


soul 
| | | 


Secretarial and Typists’ and Publicity Engineering Factory 


Accountancy Correspon- Depart- and Design- Manager 
Departments dence De- ment ing Depart- 
| partment ments 
| 
General Drawing | 
Office | 
Wages | Cashier and Sales and Buying Manager Manufacturing 
Clerks Book- Invoicing and Clerks Departments 
| keepers Clerks 
Cost eee Stores Clerks 


: One of these may possess technical (e.g. engineering), the other ad- 
ministrative qualifications. 
iP, 
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Another Example. 
Shareholders 


Directors 


Managing Director or 
General Manager 


Secretary Works Manager 


Commercial 
Manager (see No. 2) (see No. 3) 
Estimating Buying Drawing Sales 
Department Department Office Department 
Publicity Department Travellers Branch Agencies 
controlling issue of Offices (see No. 4) 
advertising catalogues 
in various languages, &c. 
No. I 
Secretary 
Accountant Correspondence 
Cost Department Cashier Ledger Clerks, &c. 
Wages Department General Receipts 


and Payments 


OF MANUFACTURING BUSINESS 2X 
Works Manager 


| 


Dept. A Dept. B Dept. C 
Assistant As in As in 
Works Manager Dept. A Dept. A 
3 ieaite ee 
Turning Fitting Erecting Pattern Foundry Smith’s 
Dept. Dept. Shop Shop Shop 
No. 3 
Agents 
| 
| 
Home Export? 
| 
Agents t 
abroad 
No. 4 


It will be seen that there are two main subdivisions, one of 
which is concerned with the operations connected with manufac- 
ture, and the other with the administration of the business; the 
one side is technical and executive, the other commercial and 
administrative. 

Inter-relation of Departments. Each department of such a 
business is intimately associated with all the other departments; 
in order that the products may be readily saleable it is necessary 
that the Purchases Department, the Factory, and the Sales De- 
partment shall be efficiently correlated. Given adequate supplies 
of raw materials, power, and labour, the most important problem 
of a manufacturing business is that of the maintenance of output. 
The cost of manufacture per unit of product is not necessarily 


« These agents are both known to the manufacturing company, and 
both names are included in the agreement. 


PZ 
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reduced with every increase in output, but usually many econo- 
mies in production can be effected if a steady, or better still, an 
increasing output is attained. The disposal of this output is the 
work mainly of the Publicity and Sales Department, and hence it 
comes about that able management of the commercial side of a 
manufacturing business is so important, indeed so essential. 

Types of Manufacturing Businesses. The types of manufacturing 
businesses are numerous and therefore only general references can 
be made. From the standpoint of output there may be dis- 
tinguished : 

1. Those businesses in which the article made, €.g. soap, 
candles, boot polish, chocolate, cocoa, &c., is intended for the 
general public. 

2. Those in which the product, e.g. pig-iron, steel, leather, ce 
forms the raw material of the business which undertakes the next 
manufacturing process. 

3. Those in which the product is intended to assist further pro- 
duction, although it has itself to undergo no further process of 
manufacture, e.g. machinery. 

4. Those in which the disposal of the product presents no 
serious problems, as it is manufactured under monopoly condi- 
tions for a given purpose or purposes; e.g. the electrical power 
station of a corporation exists primarily to supply current for 
lighting and power, its market being local and protected. 

It would take us far beyond the limits of this book if we entered 
upon a consideration of the problems of production and sale 
presented by the four groups of industries enumerated. But it 
will be at once evident that there must be great differences 
in the actual organization. of the works, in the technique of 
manufacture, and in the methods adopted for the sale of the 
product. Compare, if only in imagination, the making and selling 
of boot polish with the building of an Atlantic liner. The one 
calls for a standardized organization—both technical and com- 
mercial—and the product is made before it is sold. The other 
calls for the exercise of great architectural and engineering 
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THE X.Y.Z. MANUFACTURING ComPANY, LtDp. 


ESTIMATE SHEET 


a See ae LEMS. 
Materials 
A 280 gross @ 6/—ea. gross 84 0 Oo 
B Man (@) OS i ® 
Cc = @ — SS 
D 24 lb. @ 7/6 |b. OPOERO 
E — @ — SS 
EF 5 gals. @ 1/10 gall. On 
G = = epee me 
H I @ 10/6 Io 6 
= 95 6 4 
Labour 
Operation 1 . 25) S3hhrss@/6 Gx Zh “6 
of Be 2 hrs. @ 1/9 2. 6 
5 Boon 336 hrs, @ 1/7 2OLEZ EO 
of aa 8 hrs. @'1/3 Io <0 
xs sae 12 hrs. @ 1/1 13 0 
se On 72 hrs. @ tod. 3 OmO 
53 Wh iz hrs. @ 44d. a 
£ 8. — hrs. @ — se 
i On 6 hrs. @ 34d. i 1S 
aa ayh si & 
Expenses 
80% on Labour . é ‘ : : 20M LOn Ee 29 19 2 
Profit 
124% on Cost : : : : : - 20 6 10 20 10) 10 


Selling Price . ; : : ; 3 : 3 5 TiMSZh atl A 
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knowledge, for the preparation of designs, specifications of 
materials, and estimates of cost—and the contract of sale is made 
before the ship is built. 

Not only are these divergences to be found in different indus- 
tries, but great variations may exist within the same branch of 
manufacture, e.g. gas works produce gas and various important 
by-products. The gas is sold for household consumption, for 
trade use, for street lighting, and so on; the output required can 
be estimated within comparatively narrow limits and, at any 
given time, every customer is known. But quite different methods 
of sale are needed for the profitable disposal of the coke and other 
by-products. 

In some industries the demand creates the supply, and indeed 
precedes it; in others supply creates and precedes demand. If 
the former, the risk of loss on stocks is very small, if the latter, 
the risk of loss may be considerable. 

The above Table (p. 213) shows how the General Manager of a 
business may watch the progress of Production, Sales, Stock, &c., 
day by day. 

This is followed by a simple Estimate Sheet showing distribu- 
tion of costs and the way in which the selling price is arrived at. 


Il. THe Business UNIT AND MODERN TENDENCIES 


Introduction. In the last two or three decades certain tenden- 
cies of a very important character have become observable in the 
organization, not only of manufacturing industry, but also of com- 
merce. Marshall, for instance, points out that ‘many various 
causes are tending to increase the size of the representative 
business unit ’.? 

The short summary of tendencies which follows is, however, 
sufficiently pertinent on the whole to manufacturing develop- 
ments to be included here. 

A great deal has been said as to the merits of healthy competi- 
tion and friendly rivalry—of how the prosperity of one man in 

t Marshall, Industry and Trade. 
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business will set up a keen desire in some one else to go and do 
likewise; but, however fond business people may be of the prin- 
ciple of competition in the abstract, and however much they may 
appreciate its benefits in the concrete, so long as it works for their 
own advantage, they are all usually eager to maintain that in the 
particular department of industry with which they are associated 
competition may be very much overdone. In the years preceding 
the War it was not unusual to read in the speeches of directors of 
great industrial concerns—themselves perhaps powerful amalga- 
mations—protests vigorous and earnest against the friendly work- 
ing arrangements with which our harassed railway companies 
were trying to increase their profits, because it was feared that 
such agreements would lead to a decreased efficiency of service 
and increased cost of transport. 

Notwithstanding the evidences on every hand of the pressure of 
competition, it is nevertheless the fact that over a wide area of the 
industrial and commercial field, attempts have been successfully 
made to diminish its force and the resultant effects. Let us, 
therefore, very briefly examine some of the methods adopted to 
secure this result. 

Types of Associations. Associations of firms engaged in any 
trade may take more than one form and they exercise their 
activity in various ways; they may, for instance, regulate prices, 
conditions of sale, or output. 

We may best adopt Mr. Macrosty’s classification ! and arrange 
the different associations according to the degree of control exer- 
cised by the association over its constituent parts. 

(i) Associations for determining Selling Conditions. Associations 
may be formed to regulate the conditions under which the compet- 
ing firms are to sell their products. Their object is to standardize 
discounts, credits, terms of delivery, &c. They are very numerous, 
especially in industries where the producing firms come into close 
or immediate contact with large wholesale or retail buyers.? 


* With this may be compared the various classifications to be found in 
the Report of Committee on Trusts, 191g (Cd. 9236). 
* G. R. Carter, Tendency to Industrial Combination. 
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(ii) Price Associations. Associations for the regulation of prices. 
These are found in very widely differing industries. Two very 
familiar instances in retail trade may be mentioned: (1) associa- 
tions of the bakers of a locality, their chief object being to fix the 
price of bread and conditions of delivery; and (2) associations of 
coal dealers to fix the prices to be charged for different kinds 
of coal. The Proprietary Articles Trade Association consists of 
manufacturing, wholesale, and retail chemists. It fixes retail 
prices and enforces the observance of the list ‘by the refusal 
of all the wholesale dealers to supply any of the ‘‘protected”’ 
articles to a retailer who cuts the price of a single one’.! 

Similar associations exist also in other trades. Little is heard 
of their activities, but the unanimity with which prices of certain 
foods move up and down affords some evidence of more or less 
amicable and formal trade arrangements. 

In the shipping industry, the powerful associations which exist 
to regulate freights, &c., are known as Shipping Conferences 
or Rings. 

(iii) Pools. A fool is an association of a closer character, as the 
object aimed at is to control prices by regulating output. To 
each member in the pool is assigned a given share of the total 
production. The pool is then so arranged as to deprive any mem- 
ber of the profits on any excess over his allotted share of output. 

(iv) Kartells. A still more firmly knit association is that known 
as the kartell (cartel) in Germany, or the syndicat in France. In 
this type of association the combined firms confine their attention 
to production, entrusting the selling of the product to a central 
office, in the control of which they are represented, and by whose 
rules they are bound. Each firm must allow its books to be in- 
spected by the duly appointed officials of the kartell, and it must 
submit to instructions as to prices and output. If a member of 
the kartell offends against the regulations, he is fined and the 
amount is divided amongst the remaining members. 

Certain economies are often effected by the machinery of 


1 H. W. Macrosty, The Trusi Movement (British Industries). 
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kartells, e.g. cost of freight, travelling and establishment charges, 
which the separate companies would be obliged to bear if they 
were openly competing with each other in the market may be 
greatly reduced, and even, in some cases, saved altogether. 

(v) Associations for Division of Territory. Such associations are 
not, says Mr. Macrosty, very common, and as a rule, they are 
associated with foreign trade, e.g. the arrangements between the 
American Tobacco Company and the Imperial Tobacco Company. 

There are also instances in which a company manufacturing in 
America sells its products to an English company which does the 
marketing in this country. It seems very probable, too, that 
arrangements between firms for the allocation of specific orders to 
each in rotation are more common than is generally supposed. 

(vi) Corners. A corner is an attempt of a temporary nature to 
control for a time the market in a given commodity. The term has 
become well known to the general public owing to the wide pub- 
licity which such efforts usually obtain. Corners have, e.g. been 
organized by wheat speculators in America. Such organizations 
are totally different from the industrial and commercial associa- 
tions just referred to, as they are essentially temporary in charac- 
ter and owe their origin to the speculative instincts engendered 
on the exchanges. 

These and similar associations have had many and far-reaching 
effects; not only have they brought people engaged in similar 
branches of production together in friendly relationship, but by 
demonstrating the advantages of combined action they have 
eventually tended to bring about the gigantic amalgamations 
which are so marked a feature of the industrial world of to-day. 

(vii) Trusts. Of these permanent amalgamations, mention should 
first be made of that kind of organization to which the name 
‘Trust’ seems to be most properly given. 

In this form of agreement, the owners of the shares in the 
companies to be united place their shares in the hands of trustees, 
who become responsible for the management of the united com- 
panies, and pay the dividends to the holders of the trust certifi- 
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cates which are issued to them in lieu of the shares they previously 
held. Of course, in everyday speech, the word ‘trust’ has become 
much more generalized, and is used familiarly of almost every 
kind of organization, the object of which is in some degree to 
control production, and, therefore, prices. 

Professor Marshall in his Memorandum to the House of Com- 
mons on Fiscal Policy has used the term ‘érwst’ for ‘single Cor- 
porations so strong as to obtain a dominant control approaching 
monopoly in some large branch of business’. 

Without attempting to define the degree of control over any 
branch of industry obtained, we may with advantage attempt to 
classify the more common forms of large amalgamations which 
have come into existence in this country. 

(vii) Amalgamations: (1) Horizontal. Amalgamations or Com- 
bines have taken place between firms engaged in the same in- 
dustry, carrying on the same processes, and in many cases working 
for the same markets. Their object is to economize in production 
(a) by buying on a large scale; (b) by securing greater division of 
labour and carrying specialization as far as possible; (c) by re- 
ducing establishment expenses; (d) by abolishing the overlapping 
of travellers, the lessening of the cost of transport, the diminution 
of advertisement charges, &c. Moreover, if the amalgamation is 
sufficiently large, it will attempt to influence prices by virtue of 
its dominating position in the market. This form of combination 
is known as ‘horizontal ’—because the companies which unite to 
form it have been working on the same plane along parallel, or 
perhaps, converging lines, i.e. they may, or may not, have been 
working for the same markets. Such combinations are the natural 
outcome of associations for the regulation of market terms, for the 
fixation of prices or for division ofterritory,&c. Theyaretobefound 
not only in manufacturing industry, but also in trade and finance. 

(2) Vertical. Another form of amalgamation or combine is that 
which has taken place in numerous instances between firms carry- 
ing on distinct processes, in which the finished products of 
one industry are the raw material of another. So, e.g. we find 
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steel-making companies amalgamating with concerns owning coal 
and iron mines, on the one side, and with engineering or shipbuild- 
ing companies on the other—obtaining control of supplies of raw 
material, and finding a market more or less adequate, and within 
its own control, for its intermediate output. This form of com- 
bination is known as ‘vertical’, and undoubtedly it often results 
in considerably reducing the cost of production by the internal 
economies made possible in the manufacturing processes, by the 
more effective utilization of by-products, by savings on establish- 
ment charges, cost of transport, and in other ways. 

(3) Subsidiary Company. Still another device by which control 
over a wide field of industry is obtained is that of the subsidiary 
company in which a large proportion—or even the whole—of the 
shares are held by a central company. In this way a particular 
industry may be largely dominated by one group of men, who are 
on all the directorates, or are represented on them, though to all 
appearance the companies which are so controlled are entirely 
distinct. 

As illustrating how widespread are the various movements de- 
scribed, it may be mentioned that in one day the following examples 
appeared in one of our daily newspapers; (a) A Steel Company, 
offering for subscription Mortgage Debenture Stock, mentioned 
that it was promoted by two other companies ‘who subscribed 
the capital necessary for the initiation of the company’s business ’. 
(0) Another firm in offering additional Preference Shares stated 
that their ‘interest in associated Companies and investments’ 
exceeded 8} millions. (c) At the General Meeting of still another 
company the Chairman said that the shareholders would see that 
‘they had promoted an auxiliary company for the purpose of 
working a patent’. 

The following interesting summary of ‘the possibilities of com- 
bination’ is from A Study of Trade Organizations and Combina- 
tions in the United Kingdom: 


* Prepared by Mr. John Hilton, Secretary to the Committee on Trusts. 
From the Report of that Committee, 1919. 
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‘The Possibilities of Combination.—Great possibilities of industrial 
and commercial improvement lie beyond the confines of free com- 
petition, and are only to be realized by combination in one or other 
of its several forms; by informal consultation and co-operation, by 
formal association, or by actual amalgamation. These may be tabu- 
lated as follows: 


Buying (materials, plant, stores, &c.). 
Assured and steady supply of material. 
Unification of buying departments and staffs. 
Bulk instead of detail purchases. 
Greater opportunity for comparison and selection. 
Cheaper credit and better discounts. 
Standardization of materials. 
Making. 
Standardization of product. 
Specialization in product. 
Improvements in plant. 
Use of by-products. 
Equalized distribution of work. 
Quality. 
Selling. 
Transport economies. 
Unification of selling departments and staffs. 
Extension of export trade. 
Collective advertising. 
Lower costs of distribution, fewer middlemen. 


Knowledge. 

' Interchange of data and experience. 
Standardization and interchange of costings. 
Collection and dissemination of trade statistics. 
Promotion of scientific and technical research. 

The above are the possibilities of combination, not the necessary 
accompaniments or the invariable achievements. It should be stated 
at once that no association among the many hundred existing in the 
United Kingdom at the present time, and few of the numerous mam- 
moth amalgamations, have come as yet anywhere near realizing them 
in full.’ 

Chambers of Commerce, &c. To a different order belong such 
organizations as Chambers of Commerce and Chambers of Trade, 
the former representing as a rule the interests of manufacturers 
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and merchants, and the latter the interests of retailers, although 
there may be some overlapping of membership. 

Such Associations, with their wide and general conditions of 
membership, have been in existence for a long time. They repre- 
sent primarily local interests, but secondarily, by their federation 
into National Associations, they represent Commerce and Trade 
nationally and internationally. 

A somewhat similar association but primarily of national as 
contrasted with local standing, is the Federation of British 
Industries. 


APPENDIX TO CHAPTER XIII, THE CURRENCY 


(See Footnote on p. 129) 


Tuts book was actually passing through the press when one of 
the outstanding financial events in the history of our currency 
took place. On 22 November 1928 the Treasury and Bank of 
England note issues were amalgamated, the Bank becoming, in 
consequence, responsible for the entire note issue of the country. 
At the time of the amalgamation the maximum authorized 
fiduciary issue (i.e. the issue against securities) of currency notes 
was just under {245,000,000, and of Bank of England notes 
£19,750,000. Under the new arrangement, the combined fiduciary 
issue is limited to £260,000,000. 

The Bank Return for the week ended 28 November 1928 is an 
historic document for at least two reasons: (1) it was the first 
return issued after the fusion of the note issues; (2) the Return 
was set out in greater detail than before. 


Below is a copy of the Return: 
BANK OF ENGLAND Return for the week ended 28 November 


1928. 
ISSUE DEPARTMENT 
z ra 

Notes Issued: Government Debt II,015,100 

In Circulation 367,001,148 Other Government 
In Banking Depart- Securities 233,508,550 
partment 52,087,797. Other Securities 10,176,193 
Silver Coin 5,240,157 


Amount of Fiduciary 
Issue 260,000,000 
Gold Coin and Bullion 159,088,945 


£419,088,945 £419,088,945 


BANKING DEPARTMENT 
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rs 
Proprietors’ Capital 14,553,000 
Rest 3,254,001 
Public Deposits (in- 
cluding Exchequer, 


Savings Banks, 

Commissioners of 

National Debt, and 

Dividend Accounts) 21,452,051 
Other Deposits: 


Bankers 
£62,379,409 
Other Accounts 
£37,185,203 
Se OL HEL ONE 
Seven Day and Other 
Bills 2,649 


£138,826,313 


Government Securi- 
ties 

Other Securities: 
Discounts and 

Advances 
j £13,586,293 
Securities 
£20,214,855 
Notes 
Gold and Silver Coin 


£ 


52,180,327 


33,801,148 
52,087,797 
757,041 


£138,826,313 


QUESTIONS ON THE CHAPTERS 


[Note. Answers to all these questions will not be found in this 
book; students should draw on their own knowledge and experience, 
and they should consult other books and statistical records. ] 


i 

1. What is the meaning of the term Production ? 

2. What do you understand by (a) Utility; (b) Value; (c) Price? 

3. Explain and discuss the following: ‘The production of wealth 
is not the creation of matter, but the creation of value.’ 

4. What are the Agents of Production? Are they all (a) indis- 
pensable; (b) of equal importance ? 

5. What are the chief manufacturing industries in England ? 

6. What are the Branches of Production ? 

7. To what group (of industries, &c.) would you assign the follow- 
ing: (a) a mason; (5) a railway porter; (c) a dentist; (d) a miner; (e) 
a gardener; (f) a Prime Minister? Give reasons for your answer. 

8. What do you understand by the statement ‘Price is value in 
Money’ ? 

9. Name fourimportant Extractive Industries carried onin England. 
What causes have mainly contributed to their importance P 


II 

1. To what Branch of Production do the following belong: (a) 
Fishing; (b) Quarrying; (c) Cotton spinning; (d) Printing; (e) Book- 
selling; (f) Engineering ? 

2. What important differences are there between such industries 
as engineering and weaving ? 

3. What are the most important manufacturing districts of Eng- 
land, and for what branch of manufacture are they specially noted 
respectively ? Give reasons, 

4. Why are facilities for Transport so important to trade? Illus- 
trate your answer by taking some commodity as an example. 

5. What fundamental difference is there between mining and 
agriculture ? 

6. How are (a) extractive industries; (0) manufacturing industries 
affected by natural conditions ? 

7. Name the sub-divisions of Commerce and give a concrete ex- 
ample of each. 


Q 
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8. What do you understand by the phrase Division of Labour? 
9. Discuss the statement: ‘Climate is often the supreme factor in 
determining what crops can be economically grown in a given area.’ 


Ill 

1. The firm of Brown & Robinson, in which the partners are 
Thomas Brown, and John Lucas has been converted into a private 
limited liability company with a capital of £10,000 divided into 5,000 
shares of {2 each. Explain the phrases italicized. 

2. Discuss the advantages possessed (i) by a sole trader over a 
partnership; (ii) by a partnership over a sole trader. 

3. What is a limited partner ? 

4. What is a limited company? How is it formed ? 

5. What is the memorandum of association and what information 
does it give ? 

6. Compare the financial organization of businesses carried on by 
(a) a sole trader; (b) a partnership; (c) a private limited company. 

7. What are the chief advantages enjoyed by a limited company ? 

8. What are the privileges, duties, and responsibilities of a share- 
holder in a limited company ? 

9. Compare the respective advantages and liabilities of (a) an or- 
dinary shareholder; (b) a preference shareholder; and (c) a debenture 
holder in a limited company. 

10. What are the chief differences between a public and a private 
limited company ? 


IV 


1. What is a co-operative society ? Who are its members and what 
are their privileges ? 

2. What is the position of (a) a Municipality; (b) the State—from 
the standpoint of trade? 

3. Discuss the relative positions from the standpoint of trade of a 
co-operative society and a multiple shop concern. 

4. How are businesses organized (legally and financially) in your 
own town? 

5. What is the relationship from the standpoint of everyday trans- 
actions of a business to the law ? 

6. What laws are specially applicable to retail trade ? Give some 
examples from businesses with which you are personally acquainted. 

7. What is meant by the statement: ‘Mr. Smith’s capital is 
£5,000,’ Mr. Smith being an ironmonger ? 
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8. Explain the following statement: ‘The capital of Johnson & 
James, Ltd., consists of 5,000 ordinary shares of £1 each and 2,500 
preference shares of £1 each.’ 

9g. What is the legal meaning of (@) a contract; (b) an agent ? Com- 
pare these meanings with the different senses in which the terms are 
often employed. 

to. Of what does the capital of a retail draper consist ? 

V 

1. Compare the retail shop of today with the retail shop of 1700. 

2. Discuss the following statement: ‘The making of goods to the 
order of the customer is a marked characteristic of certain trades.’ 

3. What do you understand by the term direct trading? Do you 
consider the tendency to trade directly (in this special sense) likely 
to grow? Give reasons for your answer. 

4. What types of retail business are to be found in every British 
town? 

5. What are the chief advantages possessed by (a) a sole trader 
over a multiple shop; (b) a multiple shop over a sole trader ? 

6. What kinds of business are carried on by municipalities P 

7. Discuss the following statement: “The universal provider, the 
co-operative store, the development of the grocer, the oil-man, the 
hardware shop into a general shop is the most salient fact in modern 
trade.’ 

8. Why are multiple shops usually owned by limited liability 
companies ? 

g. Describe the organization of any retail business with which you 
are acquainted. 

1o. Discuss the advantages enjoyed in retail trade by a partner- 
ship over a sole trader or a limited liability company. 

11. What kinds of business are usually in the hands of multiple 
shop concerns ? 

12. What is the usual relationship of a multiple shop company to 
(a) merchants ; (b) manufacturers, as compared with the relationship 
to both of a sole trader owning a single shop ? 


VI 

1. Take as examples six articles usually found in a grocer’s shop 
and show how they have reached the shop from their place of origin 
(i.e. the place where they were grown or manufactured). 

2. What is a Produce Market ? Name some commodities which are 
sold in such markets. 

3. Why do retailers in some trades buy their supplies from whole- 
sale merchants ? 
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4. From what sources does the typical ironmonger obtain the 
goods he sells? Give examples. 

5. Name some of the conditions which it is necessary to define 
when goods are bought. 

6. Give the meanings (with illustrative figures) of the following 
terms: trade discount; cash discount; carriage forward; carriage paid. 

7. Goods are invoiced at £25 12s. 6d. less 24% cash discount; 
monthly account net. What is the rate of interest per annum ? 

8. What is the amount of an invoice for {100 Ios., subject to dis- 
counts of 10% and 5%. If the invoice is paid promptly and a cash 
discount of 3?% deducted, what is the amount of the cheque ? 

g. Explain the following statement: ‘The retailer is the last link 
in the chain of traders whose business it is to bring commodities 
within the reach of the consumer. 


10. A jeweller buys some watches at 25s. each and sells them at 
31s. 6d. each. What is the difference of 6s. 6d. for ? 


VII 


1. Name some goods which often reach the consumer without the 
intervention of the shopkeeper. 

2. Name some goods which may reach the retailer without the 
intervention of any other trader between him and the producer. 
Give reasons for your answer. 

3. In what circumstances and what kind of produce do farmers 
sell locally ? 


4. ‘There is direct trading of a very old type in businesses in which 
the maker is also the retailer.’ Discuss this statement. 


5. Refer to Q. 4 and discuss the tendency of this type of trade to 
disappear. 


6. Give reasons why in some businesses credit is usual and in others 
unusual, 


7. Why is there in retail trade an increasing tendency for cash 
business to replace credit business ? 


8. What forms of transport are used by retailers in conveying 
goods to their customers ? 


9. What has been the effect on retail trade of the development of 
modern systems of transport? Give examples, 
ro. Write a short essay on Advertising in Retail Trade. 


VIII 


1. What are the chief functions of the wholesale trader? Give 
examples. 


2. Explain in your own words the term market. 
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3. What types of trading unit are common in retail trade? 

4. Describe the functions of a broker? In what respects is the 
business of a broker different from that of a wholesale merchant (in 
the sense in which that term is usually employed) ? 

5. Describe the organization of any yEolecale business with which 
you are acquainted. 

6. Name some types of wholesale business in which it is necessary 
(a) to keep considerable stocks; (b) to keep only small stocks. 

7. Describe, and account for, the different ways in which certain 
commodities (named by you) are dealt in. 

8. Show how in connexion with some types of commodities the 
merchant may fulfil very important functions. 

9. From what sources is information obtainable of the state of the 
market in certain commodities? Give illustrations. 

10. How may the following goods reach the rétailer: tea; cocoa; 
chisels; cloth ? 


IX 


1. Write a short essay comparing wholesale trade in raw materials 
with wholesale trade in finished goods. 

2. What is the relationship of the wholesale merchant to the manu- 
facturer in the woollen and hardware trades respectively ? 

3. What are the chief raw materials of commerce? 

4. Give six examples of partially manufactured goods and explain 
how they are used. 

5. What is a by-product? Give examples of those industries in 
which the by-products are specially important. 

6. What is the essential difference between a merchant who acts 
as an agent and one who trades on his own account ? Give examples. 

7. Write notes on the following documents, showing clearly how 
they are used and why: 

(a) Contract Note; 
(b) Consignment Note; 
(c) Tender; 
(d) Advice Note. 

8. Account for the importance of the coal trade in British com- 
merce. 

9g. What products does a Gas Company usually obtain from coal 
and how does it dispose of those products ? 

10. Take any commodity you please and show (giving all essential 
documents) how the wholesale merchant disposes of it. 
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1. John Marston & Co., Ltd. are timber merchants in an inland 
town, their business being largely concerned in supplying the re- 
quirements of local builders. In what circumstances in the course of 
their business would they use the following documents: invoice; 
consignment note; delivery note; statement of account; quotation ? 


2. Given the following figures concerning a wholesale business 
divided into three departments; find for the year 

(a) the total gross profit; 

(b) the total turnover. 


Average percentage Number of times 

Average value at added to cost price per annum 

' cost price of the to make the selling the stock is 

stock at any time price turned over 

Dept. £ 

A 15,675 24 Io 
B 8,424 5 4 
Cc 12,867 32 8 


3. Explain in detail any five of the following, as used in connexion 
with the sale or transport of goods: 

(GD). IE KOLIBY, « 

(6) Bill of lading ; 

(¢) F.O.R. Birmingham ; 

(d) Consignment Note; 

(e) Sale by description ; 

(f) Carriage forward. 

4. On 1st March 1928, Messrs. Johnson & Co., of Birmingham, sent 
goods invoiced at £1,420 16s. 8d. gross value to Wilsons Ltd., Bristol, 
who on receiving the goods complained that they were inferior in 
quality to those ordered. An agreement was reached under which 
Johnson & Co. allowed a reduction on the net trade PHICE Of 597. 
The goods were sold originally subject to a trade discount of ZOU: 

(a) If Wilsons Ltd. paid the account on the agreed terms, less 24% 
cash discount, how much did they pay ? 

(6) What documents would be used from first to last in connexion 
with the transaction ? 


5. Describe the organization and functions of a Wholesale Produce 
Market. 

6. What is meant by grading in connexion with the sale of goods ? 
Discuss its importance. 

7. What important differences are there between the business of a 
wholesale merchant acting as an intermediary between manufacturer 


and manufacturer and one whose customers are wholly engaged in 
retail trade ? 
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8. Discuss the differences between the work done by a wholesale 
hardware merchant and a wholesale coal dealer. 


XI 

1. Take any retail business as an example, and show how its capita] 
is made up. 

2. What are the assets of a business? Illustrate your answer. 

3. What is meant by the term going concern ? 

4. Distinguish carefully between gyvoss profit and net profit. 

5. Make out a trading account for a business, and calculate the 
percentage of gross profit on the turnover. 

6. Show, with figures, that it is possible for a business to make a 
larger net profit by reducing the gross profit on the commodities sold. 

7. Distinguish carefully between charges which are usually de- 
ducted before gross profit is arrived at, and those which are after- 
wards deducted in order to obtain the amount of net profit. 

8. If you wished to open or to buy a retail business, what points 
would you have to consider most carefully in order to reach a wise 
decision ? 

g. A trader has a capital of £5,000, of which £2,450 is stock. If he 
turns over his stock four times a year, making 25 per cent. gross profit 
on his sales, what percentage does his annual gross profit bear to his 
capital ? 

to. A furniture dealer buys 12 chairs at £3 10s. each, less 5% cash 
discount. Delivery charges amount to 15s. If his working expenses 
average 124% of his sales, what will be the retail price of the chairs 
assuming that he wishes to make a net profit on cost of 73% ? 


XII 

1. What briefly is meant by the demand for and supply of a com- 
modity ? 

2. Show, with figures, how price may vary with increased demand. 

3. Show how retail prices are actually fixed. Give examples. 

4. Why does the wholesale price of flour vary more frequently 
than the price of a loaf of bread ? 

5. What exactly do you pay for when you buy a tin of cocoa ? 

6. Describe various ways in which goods are advertised by (or for) 
the retailer. 

7. What is the selling price of an article bought for 35s. on which 
it is desired to make a gross profit of 20% after allowing the cus- 
tomer a cash discount of 24%? 
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8. A stationer buys a large quantity of quarto typewriting paper 
at a net price of 1s. 7d.a ream. Discuss the considerations which will 
influence him in determining the retail selling price. 

9. What is the cost price of an article sold to the public at 5s., if 
the working expenses of the retailer average 15% of his turnover and 
he makes a gross profit on cost price of 20% ? 


10. A retail business shows the following results for the year 1927: 


Number of times Percentage added 


per annum to cost price to 
Average stock at the stock is determine selling 
Dept. cost price turned over price 
c 
A 1,650 5 20 
B 1,250 3 33% 
C 2,640 4 25 


Find (a) the total gross profit; (b) the total turnover. 


XIII 


1. Define barter, and show how dificult it would be to carry on 
business without some form of currency. 

2. Why do we use such phrases as currency notes and current coin ? 

3. Of what does our money (in everyday use) consist ? 

4. ‘Money gives freedom of choice.’ Explain and discuss. 


5. ‘Money enables us to compare values.’ Explain and illustrate 
this statement. 

6. How many sovereigns (to the nearest sovereign) can be made 
from 1,200 ounces of standard gold? 

7. What is the value of the silver in a shilling at 28d. an ounce? 


8. What are the most important forms of paper money in this 
country ? 


9g. Why are we all willing to accept £1 notes instead of sovereigns, 
seeing that the notes in themselves are almost worthless 2 


10. What are the differences between notes and postal orders ? 


11. Define the following terms, and give examples of each: (a) 
Token Money; (b) Standard Money; (c) Paper Money. 


12. A jeweller melts 25 U.S.A. ten-dollar gold pieces of full weight. 
How many ounces of gold does he obtain if 4°86 dollars contain the 
Same amount of fine gold as a sovereign anda pound sterling contains 
123-274 grains troy of gold 11th’s fine. 
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XIV 

1. Write out a bill of exchange for £75 due in three months. (Use 
the current date and fictitious names and addresses.) 

2. If the bill (Q. 1) is discounted seventeen days after acceptance, 
how much will the holder receive if discount at 54% per annum is 
deducted ? 

3. In what ways is a cheque different from other bills of exchange ? 

4. If youreceived a cheque for £5, what would you do with it (a) 
if you had a banking account; (b) if you had not? What difference 
would it make if the cheque were crossed generally ? 

5. Write up a Pass-book, showing a dozen entries (some credit and 
some debit). 

6. What services do banks render normally (a) to a retail trades- 
man; (b) to a private person ? 

7. Whatis meant by legal tender ? Isit ofany practicalimportance ? 

8. What gives a cheque its value? Explain carefully. 

g. What are the chief differences between any two of the following: 

(a) a Bank Note; 

(b) a Bill of Exchange; 

(c) a Postal Order; 

(ad) a Cheque; 

(e) a Bank Draft. 

10. In what ways do business men usually make payments? Give 
examples. 

11. What are the advantages of a Bill of Exchange? 

12. If you were in business and found that you needed (tem- 
porarily) more money than you possess, what would you do? Ex- 
plain carefully. 


XV 


1. (a) What banks have branches in your town ? 
(b) Is there a local bankers’ clearing house ? 

2. Write a short account of the Bank of England ? 

3. What kind of work is done by banks ? 

4. What is a bank note? Who is responsible for its issue? What 
gives the note its value? 

5. You receive a cheque for £20 from a distance and pay it into 
your banking account. What happens? 

6. In what important respects is the Bank of England different 
from other banks ? 
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7. Write notes on the following: 


ee iecea Dean _ pot the Bank of England. 


8. What do you know of the Bank Charter Act 1844? 
9g. What is the Weekly Return, and what information does it give ? 


10. Has the Bank of England any special functions in connexion 
with the currency? If so, what are they ? 


11. Why are Notes included in the Bank’s Reserve ? 


12. Take the current Weekly Return and calculate the percentage 
of the Reserve to Liabilities. 


XVI 

1. What is meant by a cheque-paying bank ? 

2. What important changes have taken place in recent years in 
the organization of English banking ? 

3. What services do banks render to the community and how are 
they paid for their services ? 

4. What are the main differences between the Monthly Statement 
suggested by the Committee on Currency, &c. (see p. 155) and the 
balance sheet of a bank as usually issued half-yearly to its share- 
holders ? 

5. Discuss the following statement: ‘The size of the banks enables 
them to conduct their business on safer lines.’ 

6. What is a current account as distinguished from a deposit ac- 
count? In what circumstances might a tradesman with a current 
account decide also to open a deposit account at his bank ? 

7. Describe briefly the functions of the London Clearing House 
and the manner in which it performs those functions. 

8. How will the following cheques be dealt with: 

(i) A crossed cheque drawn by X in favour of A, both being 
customers of the same branch bank ? 

(ii) A crossed cheque drawn by X in favour of B, a customer 
of another bank in the same small town ? 

(ii) A crossed cheque drawn by X in favour of C, both being 
customers of the same large bank, but at branches in 
different towns ? 

9. What do banks which are not members of the London Clearing 
House do with their cheques ? 

10. Take three balance sheets for the same date issued by three 
different banks. Compare them carefully and then note down 


(i) the ways in which they closely resemble each other : 
(il) the ways in which they appear to be materially different. 
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XVII 

1. Describe briefly the work done by the London Stock Exchange. 

2. What developments of the last sixty years have enormously 
increased the business done on stock exchanges ? 

3. What important and essential services does the London Stock 
Exchange render to the business community ? 

4. Why do newspapers consider it worth while to print daily a 
summary at least of stock exchange business ? 

5. Describe briefly the organization and management of the Lon- 
don Stock Exchange. 

6. Explain the following: 


BANKS AND DISCOUNT COMPANIES 
Agric. of Egypt, 8 7-16 wi. Cpn. No. 25 
Agric. of Egypt. 4% Pf., 8 11-32 wi. Cpn. 48 
Agric. of Egypt. 34% Bd., 81% 
Agric. Prop. of Norway 4%, 78% 
Anglo-Internat., 17/ 18/14 
Anglo-S. American, 8 I-16 I-32 I-16 I-16 I-32 


7. Reckoning brokerage at $ per cent. what will a buyer pay for 
500 £12 Midland Bank shares (£24 paid) at 844? If the dividend is 
at the rate of 18% per annum what annual income (less 4s. income 
tax in the £) will he receive ? 

8. Which is the better investment (from the standpoint of income) : 
£1 shares for £234 (dividend 14% per annum) or £2} shares for £94'5 
(dividend 18% per annum) ? Give figures. 

g. What is meant by the term Insurance ? 

10, Why is Insurance becoming increasingly necessary ? 

iz. What kinds of risks are most usually insured against and why ? 

12. What are the essential differences between insurance and 
gambling ? 


XVIII 


1. Discuss the importance of transport in the modern industrial 
and commercial world. 

2. In what marked respects have changes taken place since 1600 
in 

(a) Kinds of goods carried ; 

(b) Facilities for the carriage of goods ? 

3. What are today the most important forms of transport? Do 
you think any further great developments likely to take place? If 
so, in what directions ? 
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4. To what extent does cost of transport influence the price of 
goods? Give some examples, with figures. 

5. What principles determine the limits within which railway rates 
are fixed ? 


6. Take the goods manufactured by any given firm, and show the 
extent to which the firm depends upon transport for (a) its supphes ; 
(6) marketing its output. 


7. What is meant by the phrase ‘charging what traffic will bear’ ? 


8. What is the cost of carrying 14 tons of pig iron 47 miles at the 
following rates per ton per mile ? 


For the next 30 miles (or 
First 20 miles any part of such distance) 
2:25d. I-1od. 
9. Calculate the cost of carrying 25 tons of coke 63 miles at the 
following rates per ton per mile: 


For the first For the next For the next For the remainder 
10 miles 10 miles 30 miles of the distance 
2:25d. 1-75d. I-10d. o-70d. 


10. Write a short essay on Air Transport. 


XIX 


1. Why must the business unit be large in some undertakings ? 
Give examples to illustrate your arguments. 


2. What advantages may be possessed in some industries by small 
concerns over large ? 


3. Show how economies may be effected by manufacturing large 
numbers of small articles. 


4. What general principles may be laid down for the organization 
of a manufacturing business ? 


5. How do manufacturing businesses dispose of their goods? Take 
three examples to illustrate your answer. 


6. Discuss the Daily Operation Report on page 213. In what ways 
do you consider such returns to be specially useful ? 


7. What forms of business combines are most usual in this country ? 

8. What tendencies are specially noticeable in the formation of 
business units (a) in retail trade; (6) in manufacture ? 

9. What is (a) the organization; (6) the chief function of such 
associations as Chambers of Commerce, and the Federation of British 
industries ? 

to. What is the purpose of an Estimate Sheet as on page 214? 


tr. Discuss the statement: ‘One of the most important problems 
of a manufacturing business is the maintenance of its output.’ 
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(a) Royal Society of Arts. 


1. What advantages are gained when goods purchased are paid 
for by cheque? 

2. How is the small trader in the provinces or the suburbs of large 
towns affected by the competition of: (a) multiple shops; (b) depart- 
ment stores; (c) co-operative societies ? 

3. In the case of a wholesale business divided into four depart- 
ments, how would you suggest that customers’ orders should be 
handled so as to ensure their being executed promptly ? 


4. Who, in ordinary cases, is responsible for the direction of the 
policy of undertakings of the following classes P 


(a) J. Jones & P. Pain trading as Jones & Pain. 

(b) A public limited company. 

(c) A private limited company. 

(d) A local authority’s electricity undertaking. 

(e) A Government department. 

Wiewones,, 2 Pam and B. Ouet) trading =as Jones7& Co, 
B. Quiet being a limited partner. 

(g) T. Clark acting as local manager in Australia for the Ex- 
porting Co. Ltd., of London. 


5. Define the following: (a) Currency; (0) Distributive Trade. 


6. State shortly the connexion between Profit, Turnover, and 
Capital. 

7. What are the principal commodities dealt with in the Market 
Reports? Who prepares these Reports ? 

8. Mention the different intermediaries usually concerned in the 
distribution of imported foodstuffs, and state their respective 
functions. 

g. What are the various methods of finding buyers for goods, and 
state broadly to what classes of goods each method is applicable ? 


ro. What are the uses of Bills of Exchange to (a) Debtors; (bd) 
Creditors ? 

11. Discuss the relative results obtained by two traders in the 
same line, one of whom employs a capital of £10,000 and carries an 
average stock of £7,000 which he turns over three times per annum 
at a gross profit of 30 per cent. on his sales, the standing expenses 
being £5,000 per annum. The other employs a capital of £12,000 and 
carries an average stock of £8,000 which he turns over five times per 
annum at a gross profit of 20 per cent. on sales, the standing expenses 
being £5,000 per annum. 

12. What class of goods are usually sold by auction? Describe 
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the procedure connected with the purchase by auction of any class 
of imported goods. 

13. Distinguish between the Capital employed and the Capital 
owned by a firm. 

14. The business of a trader consists in buying a commodity at 
£10 per ton and selling it retail. His list selling price is such as to 
return him 20 per cent. gross profit on his sales. One-third of his 
tonnage is, however, sold to the trade to whom he allows a trade 
discount of ro per cent. His standing expenses are £2,200 per annum. 
How many tons must he sell in a year in order to realize a net profit 
of £1,000 per annum? Set out your answers so as to explain your 
figures. 

15. Distinguish between a produce exchange and an ordinary 
market or fair. What commodities are suitable for dealings on an 
exchange, and why? 

16. If goods are sold on c.i.f. terms and are dispatched by rail, 
what documents pass between seller and buyer in connexion with the 
transaction, from the issue of the order to the ultimate payment ? 

17. When arranging the price at which a particular parcel of goods 
for the home trade is to be sold, what matters must be made clear 
besides the mere price ? 

18. Explain the meaning of Gross Profit and Net Profit. If sales 
increase in any given year, would you expect to find an increase also 
in (a) the ratio of Gross Profit to Sales; (b) the ratio of Net Profit to 
Sales? Give reasons for your answer. 

19. A certain commodity may be bought at 1s. 2d. per yard, or at 
6-50 frs. per metre. At what rate of exchange is the latter the cheaper 
price. 

20. What is meant by (a) an ‘extractive industry’ ; and (b) ‘com- 
merce’ P 

21. Describe the organization of a wholesale warehouse. 

22. If you desire to set up a retail stores, what inquiries would you 
make before coming to a decision as to locality and premises ? 


23. From the following information extracted from the books of 
a wholesale trader, state (a) his Gross Profit; (b) the percentage of 
Gross Profit on the turnover. Stock, 1 January 1923, £3,172; Stock, 
31 December 1923, £3,055; Purchases, £9,285; Sales, £11,360; Pur- 
chases Returns, £217; Sales Returns, £413. 


24. A. & B. Ltd. have sold to C. & D. Ltd. and delivered at the 
shop of the latter per Road Transport, Ltd. 10 cases of cutlery at 
£16 per case; 18 cases of scissors (pattern A) at £7 6s. 8d. per case; 
3 cases forks at £5 2s. per case, and 1 case of spoons (job line) at £7. 
The scissors are subject to 15 per cent. trade discount and the other 
goods to Io per cent. There is a cash discount of 5 per cent. at one 
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month. The spoons, being a job line, are sold without guarantee. 
Cases are returnable but will be charged 5s. each unless returned in 
one month. Make out the relative invoice. 

25. Do you consider that the metropolitan or city department 
store postal selling department can compete effectively with the local 
retail trader? Give reasons for your answer. 

26. Discuss the advantages and disadvantages of ‘branded’ goods 
in retail trade. Why do wholesalers often sell goods under their own 
private brands when it is evident that they are not manufacturers ? 

27. What is a ‘bonded warehouse’ and what is a ‘free port’ ? 
Describe the process of clearing goods from such warehouses. 

28. A bill broker purchases a £1,000 bill with 93 days to run, on 
the basis of a discount rate of 3} per cent. per annum and sells it to 
a bank on the same day at a discount rate of 33 per cent. What 
profit does he make ? 

Assuming that he could turn over the capital involved 300 times 
a year and that his capital is borrowed and costs him an average 
rate of 2} per cent. per annum, find his net profit for the year, ex- 
pressed as a percentage of the capital employed. 

29. Consider how far it is possible to use the Post Office as a sub- 
stitute for a bank in ordinary business transactions. 

30. A retailer always marks his stock at 60 per cent. above current 
wholesale prices. If the latter rose 20 per cent., then 10 per cent., 
then rose again 40 per cent., and fell later 15 per cent., what was the 
final marked price of an article originally labelled 4 guineas ? 

31. Discuss the general effect of the growth of multiple shops on 
(a) the manufacturer; (b) the wholesaler; (c) the retailer. 

32. What foreign goods are usually sold by auction on importa- 
tion? Take one example and trace the course of the commodity 
from the ship’s side to the consumer. 

33. Outline the methods adopted by the Government to obtain a 
true record of all goods entering this country and to ensure the pay- 
ment of customs duties where these latter are exacted. 

34. What is the meaning of legal tender ? 

In accordance with the Gold Standard Act, 1925, the Bank of 
England, at its head office, will sell to holders of any legal tender 
gold bars containing approximately 400 oz. troy of fine gold at the 
rate of £3 17s. 103d. per standard oz. If fine gold is pure gold and 
standard gold is 11 parts pure out of every 12, find the amount of 
legal tender required to purchase a bar of fine gold weighing exactly 
400 Oz. troy. 

35. What are the three great classes of occupation ? Is it possible 
further to subdivide any of them? In what class or subdivision would 
you place (a) bankers ; (b) bus drivers ; (c) farmers ? 
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36. Messrs. A. B. Ltd., have sold to Messrs. X. Y. Ltd., to be dis- 
patched carriage paid per the P. Q. Railway Co., 25 gross of kettles 
at £36 a gross, subject to 15 per cent. trade discount, and 3} per cent. 
discount for cash within one month. Make out the invoice and, 
assuming the whole transaction is completed within 15 days, state 
the other documents that pass between the firms. 


37. Explain concisely what you understand by the term ‘capital’ 
in a commercial business. What distinction can you draw between 
the capital utilized in a retail business and the capital utilized in a 
wholesale warehouse business ? 


38. A retailer has shop premises valued at £3,500 and stock on 
hand valued £4,200 at cost. He owes sundry creditors £720. He 
turns over his stock 44 times annually, making on each occasion a 
net profit of 12 per cent. on the cost of the goods sold. Find his net 
profit for the year and express it as a percentage of his capital. 


39. It is asserted that ‘the main business of a great bank is re- 
ceiving and lending money’. Explain, as far as you can, the meaning 
of this and state how in these and other ways banks help retail 
traders. 


40. Describe the special position of the Bank of England as com- 
pared with the other banks in this country, and explain, in this con- 
nexion, the meaning of the term bank-note. 


(b) Union of Lancashive and Cheshive Institutes. 


1. What is the difference between (a) capital as a factor of pro- 
duction, and (0) capital from the accountant’s point of view. Where 
is each class of capital to be found in the balance sheet of a manu- 
facturing business P 


2. Compare, briefly, a limited partnership and a limited company 
in respect of their powers, liability of members, and convenience for 
business purposes. 


3- How are orders obtained by firms producing goods for a market 


abroad? In what ways is payment usually effected for goods sent 
abroad ? 


4. What are the features of the organization of (a) a multiple shop 
company; and (b) a departmental store ? 

5. What different parts do a bill of lading and a bill of exchange 
play in commerce ? How are they used together ? 

6. What is the Bank of England and how does it resemble and 
differ from other banks ? 

7. A Manchester merchant receives an order for goods from a cus- 
tomer in London. What documents are likely to be employed in 


connexion with this order up to and including the making of the 
payment for goods? 
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8. What is the difference between: 

a) A merchant and a broker; 

(6) An order and a contract ; 

(c) Trade discount and prompt-cash discount ? 

9. What steps would you take in the following circumstances ? 

(1) You receive an order from a firm unknown to you. 

(2) You receive goods not up to the quality of the sample upon 

which your order has been based. 

(3) A customer’s cheque paid in by you is returned by the bank 

marked ‘No Funds’. 

10. Compare the methods of the retail trader and of the wholesale 
trader in the purchasing and selling of commodities. 

Iz. Several forms of transport are employed in the world of com- 
merce. Explain the reasons for this variety. 

12. Indicate the principal risks which may now be covered by in- 
surance. Explain how you would proceed if you were intending to 
insure your business against loss by fire. 

13. Outline some of the principal advantages resulting from ex- 
change as made possible by the development of Commerce. 

14. Explain the difference between (a) a postal order and a money 
order; and (b) an open cheque and a crossed cheque. 

15. How is a large joint stock company managed and controlled P 
What powers are exercised by the shareholders in this connexion P 

16. How are retail distributive co-operative societies organized and 
how are they related to the Co-operative Wholesale Society ? 

17. How are payments usually effected in the import trade ? What 
documents other than documents of payment are usually employed 
in the import trade, and what is their function ? 

18. The trader, it is said, has to carry certain risks, Explain the 
principal risks he has to carry and the manner in which he is re- 
warded for carrying them. 

19. Explain the difference between standard coins and token coins, 
giving illustrations from our English monetary system. To what 
extent may these two types of coins be employed in settlement of a 
debt ? 

20. What is the relation of the English joint stock banks to the 
Bank of England ? 

21. What useful purposes are served by modern business fairs and 
exhibitions? Illustrate your answer by reference to any exhibition 
which you have visited or heard about. 

22. What are the types of contract for sale of goods that must be 
in writing to be legally binding P 

R 
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23. What useful functions does the Stock Exchange serve on be- 
half of buyers and sellers of. shares ? 

Can it be said that the existence of the Stock Exchange tends to a 
more efficient management of joint stock companies ? 

24. A trader bought some articles for £10 each. At what price 
would he need to sell them in order to realize 334 per cent. gross 
profit on the selling price? If his selling expenses were {2 10s. per 
article, what would be the rate of net profit on (a) cost price, and (0) 
selling price ? 

25. What are the principal differences between a partnership and 
an ordinary joint stock company ? 

26. Money is described as a medium of exchange and a standard 
of value. Explain more fully the functions of money in these respects. 

27. The rate of gross profit varies in different classes of business. 
Why is this? 

Illustrate your answer by reference to the following cases: 

(a) The wholesale draper; 

(0) The retail draper; 
(c) The retail grocer ; 
(ad) The retail chemist. 

28. Explain five of the following terms: broker, merchant, deposit 
account, current account, documents of title, limited partner, bill of 
lading. 

29. In spite of the competition of larger organizations, the small 
trader still survives. Why is this ? 

30. What is a co-operative wholesale society ? What are its func- 
tions and its connexion with retail co-operative societies ? 

How do members of the latter participate in the profits of the 
former ? 

31. Draft a short circular for sending to prospective customers 
informing them that you have opened a stationer’s shop and will be 
pleased to receive their orders for stationery, books of account, and 
similar office requirements. 

32. What precautions does a business man take to avoid bad 
debts? How would you proceed to enforce payment if— 

(a) A cheque was dishonoured, and 

(0) A bill of exchange were not met at the due date? 


33. What is Commerce? In what respects does Commerce differ 
from Industry? Name the principal branches of commerce, 


34. Write short notes on five of the following—Crossed cheque, 
bill of exchange, insurance premium, bonded warehouse, money order, 
sold note, factor. 


35. A merchant bought 600 articles at £1 each. He sold 100 at 
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40s. each, 300 at 30s. each, and 200 at 25s. each. What was (a) the 
average rate of profit on cost and sales prices in the case of each of 
the three sales, and (b) the average rate of profit on cost and sales 
prices on the complete sale of the 600 articles ? 

36. Trace the probable course of a cheque from the time it leaves 
the drawer until the amount is debited to the drawer’s account. 

37- Mention the principal differences between retail and wholesale 
trading in regard to (a) purchasing of goods, and (b) obtaining of 
orders and selling goods. 

38. What is the relationship of the wholesale warehouseman to (a) 
the manufacturer ; (b) the retailer? 

39. What is the difference between a merchant, a dealer, a broker, 
and a commission agent ? 

40. What are the functions of the Bankers’ Clearing House ? What 
is its connexion with various banks ? 


(c) County Council of the West Riding of Yorkshire. 

1. What do you understand by the following, and by whom are 
they issued: 

(a) Currency Notes. 

(6) Bank Notes. 

(c) Standard Coins. 

(d) Token Coins. 

(e) Cheques. 

2. Messrs. Stanley Pearson, Cecil Reynolds, and John Parkin are 
in partnership, Pearson and Reynolds being general partners, and 
Parkin a limited partner. They decide to dissolve partnership and to 
form a private limited company. 

(a) Explain briefly but carefully the meaning ofthe phrases italicized. 

(6) Suggest reasons for the change decided on. 

3. A cheque for £10 is drawn by Brown & Robinson on the West- 
minster Bank, Ltd., Doncaster, in favour of Maxwells, Ltd., Exeter, 
and crossed* Barclays Bank, Ltd., Exeter Branch’. 

(a) Trace the history of the cheque from the time it leaves Brown 
& Robinson to its payment by the Doncaster Bank. 

(b) What is the effect of the transaction on the assets and liabilities 
of each bank ? 

4. The cost accounts of a manufacturing business showed that 
expenses as follows were incurred in making a given article: 


Ue Ge the 

Flat cost (i.e. materials and labour) é : ae On O 
Direct Expenses (factory) : ie aye 
i.e. Prime cost ? ; : : ; Ss EO 
Indirect expenses (establishment and administration) ue. 
i.e. Total cost : : : é : 5 8) ty 
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(a) If the article was sold at a price which yielded a profit of ro 
per cent. on the selling price, what was the amount added to the 
total cost ? 

(0) What was the percentage of prime cost to selling price (to one 
decimal place) ? 

5. Taking as an example any finished article, show how the 
branches of production (extractive, manufacturing, and transport 
industries and commerce) have co-operated to place it in the hands 
of the final consumer. 


6. Describe the internal organization of any business with which 
you are acquainted. 

7. Explain clearly the following terms: 

(a) Bonded Warehouse. 

(0) Bill of Exchange. 

(c) Customs Duties. 

(2) Bill of Lading. 

(e) Franco Invoice. 

8. A part of the capital of the Westminster Bank, Ltd., consists of 


2,249,167 shares of {1 each. On these shares the bank pays a divi- 
dent each half year of 61 per cent. 


(a) How much per annum does a shareholder holding 250 shares 
receive (less income tax at 4s. in the f) ? 


(0) If he paid 45s. a share, what rate per cent. does he receive on 
his investment (ignoring income tax) ? 

9. (a) The following is a simplified Balance Sheet of a joint stock 
bank. You are asked to explain briefly any five of the items. 

(0) In what ways are banks chiefly of value to a retail tradesman ? 


LIABILITIES ASSETS 
(000’s omitted) (000’s omitted) 
£ 
Capital . 5 , ; 9,320 | Coins, Notes, and Balances és 
Reserve. : : ; 9,320 with the Bank of Eng- 
Current and other Ac- land . : : » 31,706 
counts : : - 285,419 | Balances with other Banks 
Profit and Loss ‘ : 1,187 and Cheques in Course 
of Collection : - 10,952 
Money at call and short 
notice : : I 275070 
Bills Discounted - 40,406 
Investments . 4 . 48,859 
Advances : ; - 41,741 
Premises c : : 4,211 
305,246 305,246 
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10. State what you understand by— 
(a) Mint Par; 
(b) Gold Points; 
(c) Days of Grace; 
(d) Rate of Exchange; 
(e) Gold Standard. 


11. Explain the phrases italicized in the following passage: ‘The 
essential function of English banking . . . is this fact that it gives its 
customers the right to draw cheques against credits arising sometimes 
from the deposit of cash, more often from advances against security 
or the discounting of bills, and is prepared to meet these cheques on 
presentation by paying coin oy notes across the counter.’ 


12. Compare and discuss the advantages and disadvantages of 
thvee of the following forms of business unit: 

(a) Sole Trader. 

(6) Partnership (with a limited partner). 

(c) Private Limited Liability Company. 

(d) Department of a Municipal Corporation. 

(e) Co-operative Society. 

13. Discuss the rights of a buyer who has made it known to the 
seller that he relies upon the seller’s judgment to supply him witha 
merchantable article. 


14. What is an Organized Produce Exchange? Describe briefly the 
procedure adopted in buying and selling goods on one such Exchange. 


15. Explain the following passages in your own words: 

(a) ‘ There was again a dull tone on the Stock Exchange. Gilt-edged 
stocks were inclined to droop, and numerous falls occurred in Foreign 
Bonds. Home Rails gave way after the London, Midland and Scottish 
dividend announcement.’ 

(b) ‘The banks are not the engine which drives the car; they are 
no more than the lubricating system, which is engaged in seeing that 
each member of the complicated machine has its proper supply of 
oil to enable it to move smoothly.’ 


16. On February 11, 1926, the £20 shares (£5 paid up) of the West- 
minster Bank were quoted at £19} and the £1 shares (fully paid) 
were quoted at 50s. The dividend paid for 1925 on the former was 
at the rate of 20% per annum, and on the latter 124% per annum 
(the maximum payable on the £1 shares) : 

(a) Compare the market prices of the two classes of shares, and 
suggest reasons for the variations shown. 

(b) Calculate the rate per cent. per annum yielded by an invest- 
ment in the £20 shares. 


17. The following is a short description of the shops of a small 
market-town a hundred years ago. Compare the conditions described 
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with those of today, taking account of changes in organization, 
methods, transport, &c. 

‘The shops were a draper’s, a grocer’s, an ironmonger’s, a butcher’s, 
and a baker’s. All these were regular shops with shop windows. . . . 
There were also other houses where things were sold; but these were 
mere dwelling houses. None of the regular shops aforesaid were 
strictly what they professed to be. Each of them diverged towards 
the general. The draper sold boots and shoes; the grocer sold drugs, 
stationery, horse and cow medicines, and sheep ointment; and the 
ironmonger dealt in crockery.’ (From A Revolution in Tanner’s Lane.) 

18. Explain the following phrases from the Annual Report of the 
Directors of a Company: 

(a) Amount available for distribution. 

(0) Carry forward. 

(c) Carried to Reserve. 

(d) Written off Goodwill Account. 

(e) Interest on Debentures. 


19. The following statements concern the Woollen and Worsted 


Industry: 
‘The terms on which manufacturers sell to merchants and others 
vary very greatly... . Long credits were a feature of the old-fashioned 


business, and they still survive in certain branches. When the tailor 
has to wait for his money, he is apt to make the merchant wait too, 
the merchant in his turn exacting generous treatment from the 
manufacturers: and a custom of long credit once established . . . is 
not easily got rid of.’ 


20. Show clearly how some of the commodities he deals in are 
obtained by either (a) a grocer, or (b) an ironmonger; and discuss the 
relationship of the wholesale merchant to the retailer in the trade 
selected. 


21. Account as fully as you can for the fact that in recent years so 
many old-established partnership business have been converted into 
private limited liability companies. 

22. In connexion with dealings on the Stock Exchange the follow- 
ing terms are used: 

(a) Ex div., Cum. div.; 

(6) Broker, Jobber; 

(c) Par, Premium, Discount; 

(d) Options. 

Explain these terms. 

23. The management of a large departmental store tries to paya 
dividend on the ordinary share capital of 1 5%. It has been ascer- 


tained that to cover all expenses (direct and indirect) and to provide 
this dividend, it is necessary to add the following percentages on cost: 
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Grocery Dept. 124%; Drapery Dept. 174%; Millinery Dept. 20%; 
Clothing Dept. 224%; Furniture Dept. 424%. 

(i) Give the selling price of (a) a suit costing 58s. 6d. (nearest 
2s. 6d.); (6) a suite of furniture costing £24 Ios. (nearest Ios.); (¢) 
cheese costing rs. 1d. per pound (nearest 1d.). 

(ii) Explain why different percentages are added in the various 
departments. 

24. Describe the relationship of the London market in Raw Wool 
to (a) the Producer, and (b) the Spinner. 

25. ‘Capital is indispensable to Production.’ Discuss this state- 
ment with reference to the other agents of production. 

26. Discuss the influence of Supply and Demand on the price of a 
commodity. 

27. Four men decide to buy a business which they are offered for 
£15,000, but they are uncertain whether to conduct the business as a 
partnership or as a private limited liability company. Advise them, 
giving reasons. 

28. A,B,C,and D carry ona business in partnership, their respective 
capitals being £3,200, £2,400, £1,600, £1,200. Interest is to be allowed 
on the capital of each partner at the rate of 5 per cent. per annum. 
A receives a salary of £600, B a salary of £500, and C a salary of 
£450 per annum. The net profit for 1923 before any allowance was 
made for interest or salary, was £3,600. If profit, after all allowances 
have been made, is divided in proportion to capital, what is A’s 
share? 

29. Write notes on the following: 

(a) Common carrier; 

(b) Stoppage in transitu ; 

(c) F.O.B., F.O.R., Carriage Forward ; 

(d) Company’s Risk, Owner’s Risk, 

30. ‘When tea reaches London it is at once stored in a public 
bonded warehouse, where it is weighed by the Customs Authorities 
and retained, pending the sale and payment of duty. The importer, 
or his agent, then selects a broker, to whom instructions are given to 
sell at the public sales in Mincing Lane.’ 

(a) Explain this paragraph, making special reference to the words 
and phrases italicized. 

(b) How does the tea subsequently reach the retailer ? 

31. A shipment of produce is being made by a firm in Argentina to 
a firm in London, the terms being Cash against Documents. Explain: 

(a) What the documents referred to would be, and how they would 
reach the London firm. 

(0) How the London firm would proceed to get possession of the 
goods. 

32. The retail selling price of an article may be (a) fixed by the 
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wholesale dealer or manufacturer; (b) agreed upon among a group of 
retailers; or (c) fixed by the individual retailer. Discuss the advan- 
tages and disadvantages of each method from the standpoint of the 
retailer. 

33. A business is being carried on by four brothers in partnership, 
their total capital amounting to £12,000 equally divided among 
them. On 1st January 1924 they decide to form a limited liability 
company. 

(a) Suggest reasons for their decision. 

(0) How will they make the change ? 


34. Explain the meaning of four of the following quotations: 


(2) ‘In the leather trade, reports are less favourable, and there 
are complaints of foreign dumping.’ 

(2) ‘The wool trade reports a patchy business in piece goods.’ 

(c) ‘Fresh keels have been laid down on the Clyde.’ 

(d) ‘The market was weak and nervous.’ 


35. What are the various senses in which the word discount is used 
in the following statements ? 

(2) F. Wilson & Co. allow their customers a cash discount of 5 
per cent. 

(0) I intend to discount this bill of exchange at Lloyds Bank Ltd. 

(c) The £1 shares in the XYZ Co., Ltd. are at a discount. 


36. What considerations will a merchant or manufacturer take 
into account in deciding whether to send goods by road or rail ? 

37. You receive one morning three letters headed respectively as 
follows: 


(a) Brown & Co. (Proprietor: Frank Walton.) 

(6) Smith, Son & Robinson. (Partners: John Smith, James Watson, 
Frederick Robinson.) 

(c) Wilkinson & Co., Ltd. 


What exactly do these headings mean? What information do they 
give, and why do they give it ? 

38. On Ist February 1927, Thomas & Wilson of Bradford sent by 
L.N.E. Rly. to Hudson & Co., Ltd., of Hitchin, goods to the gross 
value of £150. This amount was subject to a trade discount of 124 
per cent. A cash discount of 2} per cent. is allowed for payment 
within one month. 

(a) Describe the documents used in the transaction beginning with 
the dispatch of the goods and ending with the receipt for the money. 

(6) How much did Hudson & Co., Ltd. pay on the 28th February ? 

39. Explain clearly the trade practices to which the following ex- 
pressions refer: 

(a) Trade discount. 

(6) Cash discount. 
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(c) F.O.B. Liverpool. 
(d) ‘Crossed generally’ (as applied to a cheque). 
40. On the 29th March 1927, Mr. Jackson, 68 High Street, South- 
ampton, receives the following document by post: 


4568 28th March, 1927. 
No. 2 ¥ ia. nee A 
+ Te Stamp 
To THE GENERAL BANK LIMITED, BRADFORD ee 
Pay My. Sidney Jackson— - - — or Order y= 


Ten pounds fifteen shillings and sixpence 


£10. 15s. 6d. John Turner. 


a) What is it? 

b) What will Mr. Jackson do with it ? 
c) How will it affect Mr. Turner ? 

d 


( 
} 
(ad) How will it affect the General Bank Limited ? 
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